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ChemFirst is a global supplier of electronic chemicals
and materials to the semiconductor industry and specialty
intermediates for polyurethanes and other applications.
The Company’s stock trades on the New York Stock
Exchange under the symbol CEM.
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FINANCIAL HIGHLIGHTS

Years ended December 31
{In Thousands of Dollars, Except Per Share Amounts)
2001 2000

Resulis of Operations:

Sales $ 309,974 $ 383,879

Earnings (loss) from continuing operations $ (7,329) $ 22,604

Depreciation and amortization $ 24,649 $ 28,454

Capital expenditures $ 19,248 $ 16,932
Financial Position:

Total assets $ 302,444 $ 383,743

Total debt 3 12,674 $ 49,329

Sharenalders' equity $ 219,880 $ 234814

Total debt as percent of total capitalization 5% 7%
Per Common Share:

Earnings (loss) from continuing operations, diluted $ (0.52) °$ 1.43

Cash dividends declared $ 0.40 $ 0.40

Book value $ 15.65 $ 16.60

Closing market price at December 31 $ 2397 $ 22.07

Effective June 30, 2001, the Company sold its custom and fine chemicals business {CFC). The table below reflects
the effect of CFC's operating results and loss on disposition on the Company’s current and prior year operations.

Years ended December 31
{in Thousands of Dallars, Except Per Share Amounts)
2001 2000
Sales: $ 309,974 $ 383,879
CFC sales 32,077 70,352
Sales excluding CFC $ 277,897 $ 313,527
Earnings (loss) from continuing operations: $ {7,326) , $ 22,604
CFC operating results - after tax {1,577) (1,277)
Loss on CFC dispesal - after tax (16,774) -
Earnings from continuing operations excluding CFC $ 11,022 $ 23,881
Earnings (loss) per share from continuing
operations, diluted: $ {0.52) $ 1.43
CFC operating results - after tax (0.11) {0.08)
Loss on CFC disposal - after tax (1.18) -

Earnings from continuing operations excluding CFC $ 0.77 $ 1.51




1996 @

ChemFirst was formed from the chemicals and non-
fertilizer assets spun off from First Mississippi Corporation
which was merged with Mississippi Chemical Corporation.

Restructuring activities since that time include:

1997

Acquired the acylation derivarives business of
Clariant Corporation involved in development and marketing
of resins for 248 nanometer deep ultraviolet photoresists.

Sold remaining interest in Melamine Chemicals, Inc.

1998

Acquired the chemical mechanical planarization
assets for semiconductor production of Baikowski Chime
and of Moyco Technologies.

Doubled aniline capacity with the completion of a world
scale, 250 million pound per year aniline plant in Baytown,
Texas.

Sold all interest in Power Sources, Inc.

1989 .

Acquired a choline product line for cleaning

copper interconnects and licensed a new technology, photo-
chemical metal organic deposition, to broaden its electronic
chemical platforms for the semiconductor industry.

Sold enginéered products and services business.

2000

Sold steel business.

2001

Sold custom and fine chemicals business.

The Company’s strategy is to grow its chemicals business
by building on an established base of proprietary products,
technology and market leadership. The focus is on high
margin, high growth chemicals and related products and
services for the semiconductor industry. The objective is
to increase earnings and shareholder value.

<

2001 CHAIRMARN’S LETTER

It was a difficult but eventful year for us. The U.S.
economy had the worst downturn in a decade.
The semiconductor industry had the worst down-
turn in its history. Our businesses suffered in this
environment as many businesses did.

However, we made good progress on our goals
of simplifying the company and increasing empha-
sis on electronic chemicals and materials for the
semiconductor industry. We sold our custom
and fine chemicals business (CFC) mid-year and
reduced debt with the $79 million proceeds. We
bought out the minority owners in our deep ultra-
violet (DUV) resins business and combined the
Dayton electronic chemicals manufacturing opera-
tions with it to form ChempFirst Electronic Materials.
We reduced headcount as part of these restruc-
turing events and in other areas where business
declined. But we added resources where needed
to support future growth. In short we positioned
the company to benefit from the recovery when
it comes.

Results

Earnings excluding losses associated with the
sale and operations of CFC were $11.0 million
or 77 cents per share versus $1.51 per share




prior year. Earnings were off primarily due to the
semiconductor industry recession and develop-
ment expenses for chemical mechanical plan-
arization (CMP) and DUV resins. Lower margins
on polyurethanes due to volatile raw materials
costs also hurt. Sales excluding CFC were $278
million, down 11% from $314 million last year.

Reported results from continuing operations, in-
cluding losses from CFC of $18.3 million or $1.29
per share, were a loss of 52 cents per share
versus earnings of $1.43 per share last year.

Electronic and Cther Specialty Chemicals
Operating profits were $6.2 million versus $19.9
million last year excluding losses associated with
the sale of CFC in Q2. Sales excluding CFC
were down 11% to $120 million.

Remover and DUV resin volumes were down
20% and 5% respectively, while semiconductor
industry revenues were down 35%. Higher CMP
development and marketing costs for increased
customer evaluations and gualifications of slurries

for shallow trench isolation, copper and tungsten
CMP applications hurt results this year. We expect
these investments to pay off in the future.

Our electronic chemicals and materials business-
es are in three of the fastest growing areas of
the semiconductor industry. Remover product
markets are forecast to grow faster than the 11%
annual rate of silicon consumption. Markets for
CMP and DUV resins are forecast to grow 28%
and 23%, respectively.

In 2006, 70% of all semiconductor wafer starts
will require CMP and DUV versus less than 30%
in 2001. Smaller, faster chips with lower power
consumption are essential for mabile high perform-
ance PCs, cell phones and other communications
devices, video games, DVDs and digital cameras.
We develop products to manufacture leading
edge chi/ps for these devices.

Our remover business suffered from lingering
effects of the explosion in June 2000 at a supplier's
plant which reduced supplies of hydroxylamine,

GLOBAL SEMICONDUCTOR INDUSTRY REVENUES
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The worldwide semiconductor market grew 33% to $227 billion in 2000, then spiraled downward 35% to $148 bilion in 2001, the

worst downturn ever recorded for the industry.




a key raw material. Availability of supply is no
longer a problem, however.

Other specialty chemicals include nitrotoluenes:

and derivatives. We are the sole North American
producer of these chemicals which are used in
ag chemicals, antioxidants and antiozonants for
protecting rubber, dyes and pigments, optical
brighteners and color film developers. Profits
from these products were up versus last year
mainly due to improved margins. This is a low-
cost, low-maintenance business that provides
good cash flow.

Polyurethane Chemicals

Polyurethane operating profits were $25.0 miliion,
down 20% from last year's record $31.2 million
on a 12% drop in sales. Our primary product
is aniline, most of which is sold under long-term
contracts that adjust for changes in raw material
costs. However, margins were hurt this year by
unusual volatility in raw material prices.

This business held up well despite the economy
due to strong demand from residential and

commercial construction, appliance, packaging
and transportation applications. Historically, U.S.
aniline demand has grown about 5% annually
and is projected to grow in the 5% - 6% range.
This is a good business that provides cash to
reinvest for growth in electronic chemicals and
for stock repurchases.

Capital Expenditures and

Financial Structure

Capital expenditures were about $19 million in
2001, mostly for improvements and upgrades
in our electronic chemicals R&D and applica-
tions labs and manufacturing facilities. Over
the last four years we've invested nearly $50
million in capital equipment and facilities for elec-
tronic chemicals in the U.S., U.K. and Japan to
increase our manufacturing capacity and equip
our state of the art labs. We have ample ca-
pacity to meet demand as the semiconductor
industry recovers.

QOur balance sheet continues very strong with
net cash of over $31 million. Except for the
Phase |l aniline expansion at Baytown, capital
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Polyurethanes held up well despite the economy due to strong demand from residential and commercial construction.
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expenditures should not exceed operating cash chemicals. We intend to accelerate growth of

flow during the next several years.

electronic chemicals and make this the largest
and most visible part of our portfolio. With help

We spent approximately $3.8 milion buying from a recovering economy in ‘02, we hope to
back 186,000 shares in 2001. Over the last increase earnings and shareholder value.
five years, we bought 7.5 million shares or about

a third of shares outstanding at a
total cost of $165 milion. We have
approximately $65 million remaining in
the current repurchase authorization
and expect to continue to buy shares
as a tax efficient way to return cash
to shareholders when other attractive
investment alternatives are limited.

Outiook

We have a clean, focused portfolio with
strong cash flow from polyurethanes
that is funding high growth in electronic

R. Michael Summerford J. Kelley Williams
President and Chief Operating Officer Chairman and Chief Executive Officer

Employees: 487

© Hectronic & Other Specialties
O Polyurethanes

O Comorate

Capital Expenditures: $19mm Edenti{fi\ébﬂe‘ Assets: $302mm

Bectronic & Other Speciafties © Electronic & Other Specialties
O Polyurethanes O Polyurethanes
O Corporate ‘ O Comorate




1. WAFER PREPARATION : 2. CREATING TRANSISTORS

1. Wafers are sliced from an ultra-pure silicon crystal ingot, polished 2. A thin dielectric layer of silicon dioxide is formed over the wafer. To
and cleaned. create the transistor and other active areas and device features, areas

of the underlying silicon are selectively patterned, then chemically or
physically altered to define their electrical properties in a series of steps:

Deposition
Photoresist coat
Photolithographic patterning
SEMICONDUCTOR PRODUCTION CYOLE Exch o fon implantation

. . Resist and post-etch residue removal
ChemFirst inc. develops and preduces chemicals A Chenmical mechanical planarization

and materials used in the fabrication of today’s A Post-CMP dlean

most advanced semiconductor chips. These steps are repeated numerous times as the various device

features are created.
In this simplified fllustration of the production

cycle, use of the company’s products is desig-
nated by a color-coded icon adjacent to the
pracess description.

Glossary

Active Device - A (non-mechanical) circuit component that has gain or switches
current flow, such as a diode, transistor, etc.

ChemFirst Electronic Products Deposition - A heat or mechanical sputtering process whereby a thin film of
' material is deposited over the surface of the wafer.
Resins for Deep Ulira Violet Photoresists Dielectric - A material that is non-conductive; an insulator.
InCluqu specialty polymers for photorgsist resins Ftch - Process of removing the top layer of the wafer surface through openings in
used in 248 and 193 nanometer photolithography. the photoresist pattern. The image created in the lithography step is thereby

A\ Slurries and Cleaners for Chemical permanently transferred to the surface layer of the wafer.

Mechanical Planarization Chemical Mechanica! Planarization - A wafer flattening and polishing process

Includes sluries and post-CMP cleaners for shallow that combines chemical removal {selectivity) with mechanical buffing to remove

. . . : . unwanted material that would otherwise cause rough topography on the wafer
;irrﬁgufwo‘iggge:n;ﬁ; I?Oy\f/rkd;gslci:é!%’or:gngsmn’ surface. The smoother and flatter the wafer surface, the better the resolution

in subsequent photolithography processes, enabling the semiconductor manu-

Removers and Cleaners facturers to achieve smaller feature sizes.

Includes organic photoresist remaovers; post-dry- lon Implantation - Charged atoms (ions) are accelerated in an electric field into
etch polymer removers and cleaners for aluminum, the semiconductor material, changing the electrical characteristics of regions
copper, TEOS, and low-k materials; surface treat-
ments and cleaners; removers for thick and dry fim
resists used for wafer bumping during packaging;
additives for dry film cleaners and removers used
in the packaging process and in production of
printed wire boards.

of the semiconductor crystal to a negative or positive type, allowing engineers
to manipulate the tiny circuit for their design purposes.

Photolithography and Photoresist - Optical process using light of specific
wavelengths to produce patterns on a wafer. The wafer is coated with photoresist,
then the light beam is directed through a glass mask patterned with opaque areas
that block light (similar in principal to a stencil) to produce an image of the
circuit in the photoresist. The light causes a chemical reaction in the photoresist,
rendering the resist either more or less soluble. The exposed resist is developed,
and the wafer is ready to be etched. Wafer surface material not protected by
the hardened photoresist is removed during the etch process.




HE-INTERCONNECT

4. Next, the vias created in the
previous etching step are filled

3. Once created, the transistors and
other active devices must be wired
together by a series of interconnect  with metal;
layers. The process of building the Deposition of metal
/A Planarization

/\ Post-CMP clean

wiring/begins with deposition of a
dielectric material, followed by:
/\ Planarization '
2\ Post-CMP clean
[T Photoresist coat
Photolithographic patterning
Etch to produce contact holes
(vias) to allow connection of
the active devices to the
metal layer
O Resist and post-etch residue removal
O Clean

o 7-8. TESTING AND PACKAGING

7. A final dielectric layer is deposited to protect the chip components, and
bonding pads are formed at the edge of each chip (using [] photolithography)
to allow attachment of wire leads to connect the chip to the packaging
module and then to the circuit board. The wafer chips are electrically tested
and then diced apart with a diamond saw.

8. Fine wire leads or © "bumps” provide connection from individual chips
to conducting fan-out patterns within ceramic, metal, or plastic packages. These
packages are then sealed to protect the chip from physical and environmental
damage and to aid in dissipation of heat generated by the chip. After final
electrical tests, device specifications are printed on the packaging module. The
chips may then be mounted with other components in multi-chip modules,
or placed directly on a O printed wire board for an end use device.

5. CIRCUIT WIRING
=

5. The first metal wiring layer is then created:
Deposition of metal
] Photoresist coat
Photolithographic patterning
Ecch
C Resist and post-etch residue removal

O Clean

In a newer, more advanced production method involving fewer process steps,
copper metal is used as the wiring. Copper was chosen because of its high
conductivity and reliability. Since copper cannot be dry-etched in the same
fashion as aluminum, the dielectric layers are patterned first. A thin barrier
fitm and copper seed layer are deposited and copper is plated into the micro-
patterns to form the circuitry. The "damascene” process relies on many of
the same techniques employed in previous fabrication technologies, including
dielectric material deposition, (7] photoresist coating, lithographic patterning,
etching, Oresist and O residue removal and QOcleaning. In addition there
is physical and electrodeposition of copper followed by /A CMP and

A\ post-CMP cleaning. ‘

P

6. COMPLETING THE LAYERS
S —

6. Steps 3 - 5 are repeated for each series of interconnect layers. Advanced

devices average 6 - 7 metal layers. | A @

@ ChempFirst Inc:




ELECTRONIC AND

We produce high purity, patented and proprietary
chemicals for wafer cleaning, surface preparation,
photoresist stripping and post-dry-etch polymer
removal for the manufacture of semiconductors.
We produce chemicals and slurries for chemical
mechanical planarization (CMP} of semiconductor
substrate surfaces and resins for deep uitraviclet
(DUV) photoresists used in semiconductor photo-
lithographic patterning processes. Products may
be distributed by truck, rail, barge or ship.

Electrenic chemicals growth is based on semicon-
ductor chip demand. Semiconductor revenues
have historically grown at an average rate of about
15%, but were down 35% in 2001. Industry growth
is expected to return to historical levels over the
next few years. Fabricating complex chips with
more layers and smaller feature sizes to increase
speed and lower power consumption requires
sophisticated chemicals and materials. We develop
and supply these high performance chemicals
and materials.

OTHER SPECIALTY CHEMICALS

There are four major technical areas the semicon-
ductor industry is focused on today:
Photolithography
Chemical Mechanical Planarization
Copper Deposition
Low-k Dielectrics

We are directly involved in photolithography and
CMP with resins for DUV photoresists and slurries
and cleaners for CMP. Qur remover products are
also used during the photolithographic process.
We are indirectly involved in copper and low-k
dielectric cleaning through cooperative product
development efforts with customers and industry
alliances with equipment manufacturers and
materials suppliers.

Remover, Cleaner and Surface Preparation
QOur remover line of business includes a broad array
of products, from early generation cleaners and
strippers to the latest advanced copper and low-k
compatible removers. These products are used

WHERE THE CHIPS GO

PCs 30% Communications 26%

Consumer

Other 18% Auto 6%

Electronics 20%
Worldwide factory revenue from electronic equipment in 2001.

Chart Source: Gartner Dataquest, “Worldwide Elactronic Equipment Production and Semicanductor Consumption Forecast, 2001 Update” Barbara Van, December 13, 2001
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We should benefit in both our remover and CMP businesses as new materials technologies like
copper and low-k dielectrics become more widely adopted. Copper processes in feature sizes
0.15 10 0.13 microns currently represent less than 5% of worldwide semiconductor production
but have high potential to capture as much as 25% of the interconnect market over the next
five years. The products we develop are critical enablers for these new technologies.

— Jerry Coder, President, EKC Technology, Inc.

to remove photoresist and etch residues produced
during the photolithography and etching steps in
walfer fabrication. We alsc have products for clean-
ing "cleanroom"” facilities and equipment. We are
the top suppilier of remover products in the U.S. and
Europe, and we are also number one in all areas
of the Far East except Japan, where we are the
second largest supplier. Semiconductor manufac-
turers depend on our products to help them improve
manufacturing yields and device reliability.

Resins for Deep Ultravicolet Photoresists
We are the world market leader in resins used in
formulating photoresists for 248 nanometer DUV
photolithography. Photoresists are light-sensitive
liquids used to pattern the circuit features on a
wafer. DUV photoresists are used in the manufac-
ture of integrated circuits with feature sizes of 0.25
microns or less. Our strong competitive position
is based on patented and proprietary technology
and exclusive raw material sourcing. We are the
sole U.S. manufacturer of these resins. We are
also working on follow-on resins for future platforms.
Our customers include the world’s major photo-
resist manufacturers. We waork closely with them to
develop and formulate new materials to meet the
demands of semiconductor producers worldwide.

Chemical Mechanical Planarization

CMP is also used to make chips with features at
0.25 microns and below. As the number of metal
layers increase and feature sizes decrease, CMP
is used to planarize the device surface to achieve
sharp focus of photolithographic images.

We have CMP products for planarizing both oxide
and metal surfaces and for advanced applica-

tions like shallow trench
isolation (STI). We've
used our chemical exp-
erience in removers and
cleaners to develop
novel approaches like
our patented AutcStop™ ST technology to solve
customers’ problems. QOur goal is to provide cus-
tomers with slurries that offer the best performance
and lowest cost of ownership.

WORLDWIDE SILICON DEMAND BY LINEWIDTH
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MIGRATION TO SMALLER DESIGN
Industry forecasts show rapid migration to design rules (i.e. dimensions)

below 0.25 microns (see chart above). This means worldwide
consumption of 248 nanometer DUV

photoresists and CMP materials is
growing rapidly. Industry experts
have forecast that approximately 70%
of all semiconductor wafer starts in
2006 will require CMP and DUV
versus less than 30% in 2001.




New Developments

In addition to our ongoing efforts to improve our
existing products and technologies, we continue to
invest in promising new technologies for the future.

Photochemical Metal-Organic Deposition or PMOD™
is a photosensitive technique for forming metal or
metal-oxide features in electronic packaging and
integrated circuits. PMOD™ has many potentially
useful applications and may ultimately reduce the
number of operations required to form critical fea-
tures on integrated circuits. We have an exclusive
worldwide license in PMOD™ from Simon Fraser
University for basic patents and a strong intellectual
property portfolio. Initial applications include embed-
ded passives for electronic packaging.

As an extension of our DUV resin expertise, we also
produce conductive polymers for organic light-
emitting diodes (OLED) for next-generation displays
in cell phones, car radios, camcorders, digital
cameras and other devices. OLEDs have greater
design flexibility, performance and cost benefits
than conventional LEDs and LCDs, and have even
been manufactured as flexible (plastic) displays.
We are supporting our customers’ development
programs and expect to scale up to commercial
guantities this year.

We are also funding research programs and work-
ing with leading equipment manufacturers to
develop chemicals and process technology to
apply supercritical CO2
(carbon dioxide under high
pressure) for cleaning sur-
faces during the fabrication
of semiconductors.
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ELECTRONIC CHEWMICALS SALES BY REGION

Qur electronic chemicals and materials business is global. Our
customers range from top-ranked semiconductor producers to
independent niche device manufacturers, worldwide. We have

R&D and applications labs and
manufacturing capability in thc / _\

U.S., Japan and Europe.
also have experienced agents / 35% 46% \
and distributors in other key ;ajfEaSt \
semiconductor production areas apan /
in Taiwan, Korea, Singapore, \;\,35’ 19% /
China and Malaysia. Europe /

' _

This technology may overcome limitations of tra-
ditional wet-chemical cleaning techniques as critical
dimensions of integrated circuits get smaller and
is a natural extension of our cleaning and remover
know-how.

We hope to grow our electronic chemicals business
by building on our experience with specialized
chemistries in semiconductor manufacturing, our
R&D and applications labs capabilities, our access
to proprietary raw materials and our strong customer
relationships.

Ofther Specialties

We produce nitrotoluene and key derivatives for a
variety of applications: rubber chemicals, dyes,
pigments, herbicides and photographic chemicals.
These mature products are generally sold under
long-term contracts to a limited number of iong-
standing customers.

We are the only North American producer of nitro-
toluene derivatives and we represent about 14%
of total world capacity. This business provides good
cash flow and reqguires little capital reinvestment.

New generation resins and resists have extended 248 nm technology to smaller dimensions once
thought achievable only by 193 nm photolithography platforms. Features are being created
today that are smaller than the light wavelengths used to produce them. There is also a strong
development effort to substitute 248 nm resists in older I-line applications with larger features
(0.35 — 0.60 microns) to simplify manufacturing. So, the market for 248 nm DUV
platforms is growing at both ends and it appears that 248 nm will continue to dominate
advanced semiconductor production processes longer than oviginally thought possible.

—Bill Wilkison, President, ChemFirst Electronic Materials L.P




Commercial and residential construction markets are our main growth drivers. We were
fortunate this year as the housing market was one of the few bright spots in this recessionary
economy. We look for steady growth ar about twice GDE, and are encouraged by the
variety of new applications that are continually developing for MDI.

~George Simmons, President, First Chemical Corporation

POLYURETHANE CHEMICALS

Polyurethane chemicals include aniline, our largest
single product, and nitrobenzene. Nitrobenzene is
used primarily to make aniline, but is also sold
separately for the manufacture of iron oxide
pigments and as an intermediate for the analgesic
acetaminophen. Polyurethane chemicals may be
distributed by truck, rail, barge or ship.

Most domestic aniline is produced for captive use
as a feedstock for MDI (methylene diphenyl
diisocyanate). MDI has many applications for use-
ful everyday products, but is primarily sold for pro-
duction of rigid polyurethane insulation for residential
and commercial construction. Other major end-
markets include automotive applications, appliances,
and packaging.

We are the largest mer-
chant supplier of aniline in
North America, with a
production capacity of
approximately 500 million
pounds. The company's
largest customer is Bayer
Corporation. We supply
all of Bayer’s North American requirements under
long-term contract from plants in Pascagoula,
Mississippi and Baytown, Texas. U.S. aniline de-
mand has grown historically at around 5% annually
and is expected to continue at a 5% — 6% rate. We
anticipate increasing capacity by 250 million pounds
at our Baytown plant in the "04 - '05 time frame.
This business provides excellent cash flow based
on efficient, low-cost, world-scale production facilities,
proprietary process technology, and long-term
customer relationships.

POLYURETHANE CHEMICALS PRODUCTION AND MARKETS
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Polyurethanes

Accelerators, antioxidants and
antiozonants used to improve the
performance of rubber compounds
used to make products such as
tires and radiator hoses

Rigid foam insulation used in residential and commercial
construction, automobile body components and seating,
furniture and floor coatings, appliances and packaging

Corn herbicides Acetaminophen Pigments as colorants for

bricks and other items
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Selected Financial Data

Gross sales to unaffilated customers:
Electronic and Other Specialty Cnemicals
Polyurethane Chemicals
Total gross sales
Other revenues
Total revenues
Operating profit from continuing operations
before iIncome taxes and investee earnings
Electronic and Other Specialty Chemicals
Polyurethane Chemicals

Unallocated corporate expenses
Interest income (expense), net
Other income (expense), net

Income taxes (penefit)
Equity in net eamings of equity investees
Earnings (loss) from continuing operations
Earnings (loss) from discontinued operations, net of taxes
Net gain {loss) on disposal of discontinued
businesses, net of taxes
Net earnings (0ss)
Eamnings (foss) per common share:
Continuing operations
Discontinued operations, net of taxes
Net gain (joss) on disposal of discontinued
businesses, net of taxes
Net earnings (loss)
Eamnings (oss) per common share, assuming dilution:
Continuing operations
Discontinued operations, net of taxes
Net gain (loss) on disposal of discontinued
businesses, net of taxes
Net earnings (10ss)

Net working capital

Long-term debt

Total assets

Stockholders' equity

Cash dividend payout rate

Return on average equity - continuing operations
Return on sales - continuing operations
Long-term debt/equity ratio

Current ratio

Cash dividends per share

Book value per share

* Computation not applicable due to loss.

Years ended December 31
(In Thousands of Dollars, Except Per Share Amounts)
2001 2000 1999 1998 1997
% % % % %
$ 152,286 47 204805 B2 177,554 55 179,579 68 179,549 60
157,688 43 178974 45 144389 44 125525 40 118273 39
308,874 96 383879 98 321943 99 305104 98 297,822 90
13,551 4 9,606 2 3,641 1 5,195 2 3,586 1
$ 323525 100 303485 100 325584 100 310,299 100 301408 100
$ (24,725) 17,854 18,048 17,796 27,617
24,997 31,234 31,034 22,648 24,071
272 49,088 49,082 40,444 51,688
(13,412) (10,450) (11,811) (9,781} {11,347)
(1,249) (2,328} (782) 213 3,010
1,083 (143) (536) 9,224 14,997
(13,326) 36,167 35,953 40,100 58,348
(5,997) 13,563 13,480 15,440 23,080
- - - - 2,497
(7,329) 22,604 22,473 24,660 37,795
- - - 2,618 1,103
- 9,656 646 (11,950) -
$ (7,329) 32,260 23,119 10,092 38,898
$ (0.52) 1.44 1.23 1.28 1.85
- - ©.14) 0.06
- 0.62 0.03 0.62) -
$ (0.52) 2.08 1.26 0.52 1.81
$ (0.52) 143 1.22 1.27 1.81
- 0.14) 0.05
- 0.61 0.03 0.61) -
$ (0.52) 2.04 1.25 0.52 1.86
$ 96,104 94,783 112,969 116,936 79,936
$ 4,755 41,640 24,224 64,956 3,941
$ 302,444 383,743 402,387 443,434 433,097
$ 219,880 234,814 288,724 285,482 321,697
* 19 31 76 20
e 9 8 8 12
@ 6 7 8 13
0.02 0.18 0.08 0.23 0.01
3.37 2.74 354 3.66 2.19
$ 0.40 0.40 0.40 0.40 0.40
$ 15.65 16.60 16.13 15.48 16.06
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: l‘rlftlanagementtts \@EScusslon And .@tnalysﬁstl lFEn_atncﬁal .@onﬁttﬁ'n lﬁl(dl: ,resulltts:ltperratlons :

"The followrng dlscussmn Is based upon and should be read in: COﬂ]Ul‘lCTlOH with ChemFlrst Inc.'s ( the Company‘ " |nanClaI statements mcludrng the -
notes tfiereto, -, . . - ' ‘

Critical Accounltmmg Polluctes ' '
~ Management's discussion and analysis of its financial posrtlon and results of operatrons are based upon the Companys consolrdated ﬁnancral statements .
whichhave been prepared in accordance with accounting principles generally acoepted in the. United States of. America. -The preparation of these *
financial statements requires management to make estimates and assumptions that affect the reported amourts of assets and liabilities and the disclosure of
‘contingent assets and liabilities atthe date of the'fi nencial statements and the reported.amounts of revenues and expenses during the reporting period.
While the: gstimates and assumptions associated with the application of these policies:may-be affected by different assumptions or. conditions, the .
B Company believes the estlmates and Judgements assocrated with the reported amounts are approprlate in the crrcumstances :

. QOur significant accountlng polrcres are descrlbed in note 1 1o the’ consolrdated flnanclal statements In response o the Securrtles and Exchange :
Commission’s Release No.- 33- 8040, "Cautlonary ‘Advice Regarding Disclosure About- Crltlcal ‘Accounting Policies," the Company has revrewed its"
. accountlng policies and determrned that.the most. critical pollcres relate to rnventory valuatlon long llved assets and contrngencres C

Inventory \/aluatlon The Company values its inventories pnncrpally at-average cost or at market if lower. The Company writes down its mventory for
_ estimated obsolescence or unmarketable’ inventory equal to the difference between the cost of inventory and the. estimated fair valug, less Costs to-

sell and normal gross profit margin, based .upon assumptlons about future demand and market conditions.- If actual market conditions. are less' ©

_ favorable than those prolected by-management, additiona! |nventory write- downs may be requrred

Long- ived Assets The Company assesses the rmpalrment of ldentrﬁable lntanglbles long llved assets and related goodwrll wher facts and crrcumstances
lndrcate that the carrying amount of an asset may not be recoverable as- estrmated future, undiscounted cash’ flows are'less than the carrylng amount '
of the long-lived assets. Factors that could trigger an |mpalrment review include, but are not limited to: significant and contlnued underpertormance
versus expected historical or projected operating resuits; significant changes in the manner of use of the assets; srgntf icant negatlve rndustry or economic
trends; and significant decline in the Company’s stock price for a sustained period. When estimated future discounted cash flows are less than the

: _ cafrying amount of the net long-lived assets, an impairment’ loss is charged to-operations. With the |mplementatron of Statement of Financial Accounting .
‘Standards ("SFAS").No. 142 (see Accountlng Developments), in fieu of amortization, the Company is required to perform an initial impairment review .

of goodwill in. 2002 and an annual impairment review thereatter. The Company Xpects 1o complete its initial review during the first quarter of 2002,
We currently do not expect 1o record an impairment charge upon completion of the initial lmpalrment revrew However there can be no assurance
that at the time the revrew IS completed a materral |mpa|rment charge will.not be recorded '

Contrngencres Estrmates of loss contlngencres related to pendlng lltlgatlon and costs for envrronmental remediation are charged o expense when itis.
'-probable an asset has been impaired or & fiability incurred and the amount. can be reasonably estimated. If a potentlally materlal loss contingency is -
reasonably possible, or probable but-cannot be estimated, then the nature of the confingency and an estimated range.of posslble loss, if determinable and
- material, are disclosed. The Company continues to review its pending lltlgatlon and responsrbllmes related to envrronmental remedlatlon As addltronal )
lnformatron becomes. avallable the Company assesses these contrngencres and revises provrsrons and drsclosures accordlngly

' _aoot yteasus 2000
Consolldated Resu e - BN : S :
Results of continuing: operations for 2001 were a loss of 87 3 million or $O 52 per share. These results lnclude an after tax loss of $16 8 mrlllon or $1 18
-per share due to the Company’s decision to exit and dispose of its.custom and-fine chemical operations (see note 2 10 the Consolrdated Frnancral
o Statements) and an after. tax gain-of 30.7 milion or $0.05- per share from.the sale of the Company's interest in & captive-insurance company. Excludlng.,
these items, earnings from continuing operations were $8.8 millioh or $0.61 per share, down from $22:6 milion or $1.43 per diluted share for the.prior *
-year, pnmarrly due to-lower sales and marginis in both “glectronic and other speciaity chemlcals and polyurethane. chemrcals Results for the current )
year also include custom and fine chemicals after tax operating losses of $1.6 mlllron or $O 11 per share versus prior year after tax operating losses-
of $1.3 milion'or $ 0.08 per share. Earnings per share for the current year are based on approxrmately 10% fewer average shares outstanding versus
the prior year, resulting from share repurchases by trie Company. Sales declined 19% for the year, with 10% attributable to the divéstiture of fine -
chemical operatlons 4% to remaining electrenic and other specialties.and 5% to palyurethanes, General, selllng and administrative expenses were
$56 2 milion in 2001,  down 3% from 2000, with the elimination of fing chemlcal expenses more than oﬁsettrng increased produot and market development -
‘costs and uniallocated corporate expenses.  Other operating income was up 11%, due to |ncreased Insurance proceeds associated with the hydroxylamine ™.
- supply shortage. discussed below. Interest expénse, net of interest income, was down $l 1 mlllron from the’ prror year,. prlmarrly due. to repayment of
. debt with proceeds from the f ine chemlcal dlsposrtlon ) ) o - » - - . :

Segments . ‘ :
Electronic and Other Specralty Chemicals results for the current year were an operatlng Ioss betore taxes of $24 7 mllllon versus operatrng prof its of -
$t 7.9 million for the prior year. Current year results include a $28.4 million pretax loss resulting from the Company's decision to exit and dispose of -
its custom and fi ine chemical operatlons Pretax operating results of custom and fine chemical operations for the current year were a loss of $2.5 million
- on $32.0 mifion in ‘sales versus a $2.0 million loss on-$70.4 million in sales for the prior year. The custom and fine chemical business suffered over
the last several years from declining sales of agncultural intermediates, industry overcapacrty and competltron from the Far East. These declines were .
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partratty oﬁset with growth in electronrc chemical products and pharmaceuncats however “capagity utilization and |nvestment returns continued to be
low. Excluding the custom and fine chemicals loss on disposal and operatrng resuts, current year results were a pretax profit of $6.2 milion, down from
$19.9 million for the prior year-and sales were $120.2 milion, down from $134.6 million. Operating profits declined as sales decreased on lower
volume and gross margins. Gross margins declined from 36% to 32% of sales as lower electronic chemical facility utilization more than offset improvea
marging in other speciatties. “Volumes for removers and deep uttra violet (' DUV') resins were down 20% and 5%, respectively, due to a downturn in'the
‘sermiconductor industry. . Remover volume was also affected by the shortage of hydroxylamrne raw material discussed below. Also, other operating
* expenses in electronic chemicals were up over the prior year. This increase in expenses reflects higher chemical mechanical planarization {"CMP")
product and market development cost as well as approxrmately $0.8 million’in severance cost. related to workforce reductions. -

R Operations continue.to be aftected by the June 2000 explosion &t Nissin Chemical, Wthh drsrupted the supply of hydroxylamine raw material for HDA® '

~electronic chemicals. The impact in the current year has been reduced somewhat by business interruption recoveries of $7.5 million for the first three

quarters of the year. However, a recovery for the quarter endrng December 31, 2001, has ot been recorded as the Company has been unable to
. reach an agresment with its carriers as to the amourt of additional loss. Prior year results reflect insurance recoveries of $5.4 million covenng the
' penod from June 30 through the end of that year (see note 10 to the Consotrdated Financial Statements)

‘Improvement in 2002 for our electronic and other specialties business is large!y dependent on recovery in the semlconductor industry, whrch suffered its
worst decline in hrstory in 2001 with- worldwide revenues down an ‘sstimated 35%. Industry forecasts for 2002 predict a flat first half with improving
fundamentals and a return to growth in the second half. The Company expects some improvement but is cautious about the outlook and timing of a
recovery. The degrees of success, in both CMP business developmient and securing additional business interruption insurance recoveries, will also
shape-2002. - While.the Company believes its claims for additional business interruption collections are valid, additional recoveries cannot be predicted

" with certainty. CMP product formulations and-performance requirements are evolving as semiconductor devices shrink and new materials are infroduced

" into chip production processes. This requires intense product development and extensive testing in customer processes before products are-qualified
and | commercial sales begin. Pretax operating losses in 2001, from the CMP- product Irnes were $7 8 mrtlron versus $5. 4 mrllron inthe pnor year reﬂectrng
" the contrnutng product development as well as expansion in Japan ‘

: Polyurethane Chemicals pretax operating profits for the current year were $25.0 mrllron down from $31.2 mrltron for the pnor year, primarily due to
lower rnargtns Sales were $157.7 million, down from $179.0 million primarily due to the influence of lower raw material cost pass-through versus the
prior year as volume decreased orly 2%.- Gross margin as a percentage of saJes declined from 21% last year to 19% thrs year pnmarrly due to raw
material prrce votatrhty ‘ -

The outlook for our polyurethane chemrcals business is dependent upon demand for MDI {(methylene drphenyl diisocyanate) for reS|dent|aJ and: commercral
construction, appliance, packaging and transportation applrcatlons The business held up well during an otherwise weak economy in 2001, withno |
srgntf icant change in demand presently forecasted for 2002. Most of the Company’s polyurethane prockicts are-sold under long-term contracts that
* provide for price adjustments based-on the cost of raw materials. Abrupt changes in these costs are not always matched by equal changes in revenue

- and can lead to either plus or minus variances in margin from period to period.  Cverall, the Company be[reves the net effect of such abrupt changes

' wrll be |mmatenat for the term of. these contracts. . .

" .Unallocated corporate expensa for the current year was $13 4 milion, up from $1O 5 milion in the pnor vear, refiecting $0.5 million. in severance accruals

. related to corporate workforce reductions, $0.7 million in higher insurance deductibles for legal costs in cases being defended by the Company’s insurer.
~ and higher pension and other. benefit expenses. Net interest expense for the current-year was $1.2 million versus $2.3 million from the prior year on

~ jower average debt and increased interest income from the proceeds of the custom and fine chemicals disposal. Other i income for the current year
mcluded a $1 1 million pretax gain from the sale of the Companys Interest in an offshore captlve insurance company.

2000 VERSUS ‘ﬂ@@@

" Consolidated Results :
Earnings from continuing cperations for 2000 were $22 & million or $1.43 per diluted share versus $22.5 million or $1.22 per drluted share for 1999.
While earnings were up. only slightly, earnings per share were up 17% duetoa 14% decline in average shares outstanding due to share repurchases.
Sales for the year were up 19% to $383.9 million on higher prices for polyurethane chemicals due to energy and raw materials cost pass-throughs
"and increased electronic and other specialty chemicals volume.” General, selling and administrative expenses for 2000 were $58.6 million, up $8.0
~ million from the prior year, pnmanly due to increased overhead in electronic and other specialty chemicals. Other operating income was up $6:0 million in
" 2000, primarity due to the business interruption insurance proceeds associated with the hydroxylamine supply shortage.

. Segments :

Electronic and Other Specialty Chemicals pretéax operating profts for 2000 were $17. 9 mrllron versus $1 8.0 million for 1999.  Pretax operatlng results of
custom and fine chemical operations for 2000 were a loss of $2.0 miflien on $70.4 million in sales, versus a $2.9 milion profit on $68.1 million in-sales -
for 1988, reﬂectrng difficult conditions in agricultural chemicals, excess industry capacity and competitive price pressures. Excluding custom and fine
chemicals, pretax operating profits for 2000 were $19.9 milfion, up from $15.2 million for 1999, on sales of $134.6 miltion, up 23%. Sales were up
pnmanly due to higher volumes of electronic chemicals.- Additional sales were hurt by a shortage of hydroxylamtne raw material caused by an explosion
in June 2000 at the Nissin Chemrcal plant supptyrng the material. - The effect on earnrngs was mostly offset by st insurance of $5 4 million, after
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_ meeting a one-time $1.0 million deductible, which is reflected in other operating income -The increased sales and insurance proceeds were partially
" offset by higher other operating expenses associated with the revenue growth and tower margins, 36% in 2000 versus 38% in. 1899, primarily due to'increased
energy and raw material costs in other specraitres -

Polyurethane Chemroars pretax operatmg profts for 2000 were $31.2 million, up slightly from $31 .0 million for the prior year as gross profit remained
. essentially flat despite hlgher sales Sales were up 24% for the year pnmanly due to the pass-through of h|gher raw material costs, with volume up
only 1%. .

Unallooated oorporate expenses for 2000 were $10.4 million, down 12% from 1999,‘pn‘man'ly‘due to a reduction in pension and other benefit expenses.
Net interest expense increased $1.5 milion Gver 1999 due to higher average borrowings'and lower interest income. Debt increased due to the repurchase of
common stock during the year. Interest income declined foliowing collection of the Getchell Gold note in. May 1998, :

Other income in 1999 included recognition of $1.6 million in additional income related to the 1998 sale of Power Sources, Inc. ("PSI"). PSI, a 50%
_owned equity investment, was sold in January 1998, with a pretax gain of $10.1 million recorded in that year. Approximately $1.6 million of additional
" gain was deferred related to contingencies that, if not met, could have resulted i a specified refund of cash to the purchaser. The contingencies were
‘related to the buyer obtalnlng certain govemmental permits as well as the continuance of sales from certain purchased facilities. The requirements
were met in 1999 and the deferred income was recognized. Other expenses in 1888 Included $1.0 million in loss provisions for a note received in the -
disposition of Plasma Processing Company ("PPC") in January 1997 Ieavrng a net carrying value of $0.5 million, and $1.0 million from termination of
a corporate lease obligation. » ‘ .

Discontinued @peu'a{tuons i :

A gain of $9.7 milion on disposal of discontinued operatlons Wwas recorded during the quarter ending March 31, 2000. The gain |nc|uded $10:1 million
~ from a reduction in estimated tax liabiliies related to the distribution of Getchell Gold Corperation to the Company’s shareholders in 1995. The reduction in
estimated tax liabilities resulted from the Company’s reevaluation of tax exposure items associated with the Getchell Gold Corporation distribution. The
Company reevaluated its tax exposure during the quarter ended March 31, 2000, when various statutes governing the handling of the disposition for
tax purposes expired. Also during the first quarter of 2000, the Company recorded an additional $0.4 milion loss on disposal of discontinued
operations related to final settiement of post- -closuré issues assodiated with the dispositions of Callidus Technology, inc. {"CTI") and FirstMiss Stegl, inc.

In December 1999, the Company sold two of its wholly owned subsidiaries, CTi and Plasma Energy Corporation in an ali cash transaction. Proceeds

of the transaction were $8.1 milion and resulted in an after tax loss of $2.7 milion. The loss was primariy attrioutable to costs associated with the

__shutdown of CTl's European operations, which increased expenses dunng the disposal penod Thrs transactron completed the d|sposmon of the
Englneered Products and Services segment. ‘ »

On February 15, 2000, the Company- completed the sale of its steel operation for $12.6 million in cash. Dunng 1999' net assets of the business were
reduced approximately $9.5 million, primarily through reductions in inventory and accounts receivable. In 1998, the Company recorded an estimated
after tax loss from disposal of steel operations of $12.0 million, primarily related to- the writedown of assets to their.estimated net realizable valug. In
the fourth quarter of 1999, thls valuatlon adjustment was reduced by approxtmately $0.8 million, to reflect terms of the pendmg sale. :

On October 20, 1995, the Company's gold operations. were discontinued through the' distrioution to its shareholders of its entire ownersh|p of Getohellk
~ Gold Corporation. A reduction in estimated tax liabilities of $2.4 million was recorded in the fourth Qquarter of 1999 following final settlement of federal-
tax examtnatlons covering Getchell Gold’s operat;ons through that penod {see note 2 to the Consolidated Frnanoral Statements)

Enyumnmentaﬂ Mattﬁeu's '

The Company's operations are subject to a W|de variety of constantly changing envrronmental laws and regulations governing emissions to the air,
discharges to water sources, and the handfing, storage, treatment and disposal of waste matenals, as well as other laws and regulations concerning
health and safety conditions for which it must incur certain costs.” The Company makes capital and cther expenditures in a continuing effort to comply
- with environmental laws and regulations, or changing interpretations of existing laws and regulations. The Company's environmental capital expenditures
were $0.6 milion in 2001, Emvironmental capital expenditures are projected to bie $1.4 milion and $0.6 milion for 2002 and 2003, respectively; in .

&ddition; the Company accrues for anticipated costs associated with investigatory and remediation efforts relating to the environment. At December =~
31, 2001, the Company's accrued liability for these matters totaled $1.1 million, $0.9 milion of which is for discontinued operations and $0.2 milion - -

for continuing operations. Based on information presently available, the Company believes any amounts patd in excess of the aocrued ||abrht|es will
not have a material edverse effect onrits financial posmon or results of operatrons

Capital Resoumes and [L.nquudntty ' : -
Net cash provided by operating activities for 2001 was $25. 3 milion versus $64.6 million and $44.7 million in 2000 and 1999, respectively. Cash generated

in 2000 was higher due to greater eamings, a reduction in accounts receivable and increased accounts payable. Working capital (excluding cash and
notes payable) at December 31, 2001 was $60.2 million, down from $96.9 million for the prior year, primarily due-to the sale of fine chemical-operations.

Net cash provided by investing acttvities for the current year includes $78.9. million in proceeds received in July 2001-from the disposal of custom and
fine chemicals operations and $1.6 milliory in April 2001 from the sale of the Company’s interest in‘an offshore captive insurance company. . Investing

15




Management’s Discussion And -Amﬁygﬁ@ Of Financial Condition And Results Of Operations

activities for 2000 include $12.6 million from the disposal of FirstMiss Steel. In 1999, investing activities include $29.6 million in proceeds from collection
of a note with Getchell Geld Corporation and $17.9 million from the disposal of CTl and a reduction in FirstMiss Steel working capital. Capital
expenditures were $19.2 million, $18.9 million and $24.6 million for 2001, 2000 and 1999, respectively. Projected capital expend|tures for 2002 are
approximately $20.0 million.

Note 2 to the financial statements describes the Company’s disposal and exiting of custom and fine chemical operaticns effective June 30, 2001.
Proceeds of the transaction were used to retire debt, which is down $36.7 million for the year, with the balance held as cash at year-end. The Company
expended $3.8 million, $82.6 million and $16.7 million in 2001, 2000 and 1999, respectively, to repurchase common stock leaving approxnmately $65.0
miflion remaining under the current repurchase authorization.

The Company believes that its cash as of December 31, 2001, as well as cash flow from operations in 2002, should meet most, if not all, of 2002's
cash requirements including share repurchases at the current authorization level. The Company's existing $50.0 miffion re\}olving credit facilities are
committed until September 30, 2002 and could also be utilized. With debt to equity of only .06:1 at December 31, 2001, the Company believes that it
could enter intg long-term credit facilities if needed. The polyurethane business currently provides the bulk of the Company’s operating cash flow. lts
primary markets, construction and automotive, have held up well in an otherwise weak economy. fthey continue to do so, the polyurethane business should
'generate sofid earnings and cash flow in 2002. Annual operating cash flow is expected to exceed capital expenditures over the next several years
except for the anticipated Phase I} aniline expansion at Baytown.

The Company does not have relationships with any unconsclidated, special-purpose entities or financial partnerships, which would have been established
for the purpose of facilitating off-balance sheet financial arrangements. Therefore, the Company is not exposed to any financing, liquidity, market or
credit risk that could arise had the Company entered into any such relationships.

Accounting Developments :
In Jung 2001, the Financial Accountlng Standards Board (FASB) issued Statement of SFAS No. 141, "Business Combmatlons" and SFAS No. 142,
"Goodwil and Other Intangible- Assets”. SFAS No. 141 requires that the purchase method of accounting be used for all business combinations initiated
- after June 30, 2001. SFAS No. 141 also specifies criteria which intangible assets acquired in & purchase method business combination must meet
to be recognized and reported apart from goodwill. SFAS No. 142 will require that goodwill and intangible assets with indefinite useful lives no longer
be amortized, but instead be tested for impairment at least annually in accordance with the provisions of SFAS No. 142. SFAS No. 142 will also require
that intangible assets with estimable useful lives be amortized over the respective estimated useful lives to their estimated residual values, and reviewed
for impairment in accordance with SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed
Of", or as described below, SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets”. The Company is required to adopt the
provisions of SFAS No. 141 effective immediately and SFAS No.142 effective January-1, 2002, As of the date of adoption, the Company had
unamortized goodwill in the arnount of $13.7 million and unamortized identifiable intangible assets in the amount of $0.1 million, both of which were
subject to the transition provisions of SFAS No. 141 and 142. Amortization expense related to goodwill was $1.4 milion and $1.9 million for the years
ended December 31, 2001 and 2000, respectively. Because of the extensive effort needed to comply with adopting SFAS No. 141 and 142, it is not
practicable to reasonably estimate the impact of adopting these Statements on the Company’s financial statements at the date of this report, including
whether any transitional impairment losses will be required to be recognized as the cumulative effect of a change in accounting principle.

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations”. This standard requirés entities to record the fair value
of a liability for an asset retirement obligation in the period in which it is incurred. When a fiability is initially recorded, an entity must capitalize the cost
by increasing the carrying amount of the related long-lived asset. Over time, the fiability is accreted to its present value each period, and the capitalized
cost is depreciated over the useful life of the related asset. Upon settlement of the liability, an entity either settles the obligation for its recorded amount or
incurs a gain or loss upon settlement. The Company is required to adopt the provisions of SFAS No. 143 for fiscal years beginning after June 15,
2002. The Company is currently assessing whether SFAS No. 143 will have an impact on its financial statements.

In August 2001, the FASB issued SFAS No. 144, which supersedes both SFAS No. 121 and the accounting and reporting provisions of APB Opinion
No. 30, "Reporting and Resutts of Operations - Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrecquent
Occurring Events and Transactions'(Opinion No. 30), for the disposal of a segment of a business (as previously defined in that Opinion). SFAS No. 144
provides guidance on how a long-lived asset that is used, as part of a group should be evaluated for impairment, establishes criteria for when a long-
lived asset is held for sale, and prescribes the accounting for a iong-lived asset that will be disposed of other than by sale. SFAS No. 144 retains the
basic provisions of Opinion No. 30 on how to present discontinued operations in the income statement but broadens that presentation to include a
component of an entity (rather than a segment of a business). Unlike SFAS No. 121, an impairment assessment under SFAS No. 144 will not result
in a write-down of goodwill. Rather, goodwill is evaluated for impairment under SFAS No. 142, "Goodwill and Other Intangible Assets".

The Company is required to adopt SFAS No. 144 no later than the year beginning after December 15, 2001, and plans to adopt its provisions for the
year ending December 31, 2002. Management does not expect the adoption of SFAS No. 144 to have a material impact on the Company's financial
* statements because the impairment assessment under SFAS No. 144 is targely unchanged from SFAS No. 121, The provisions of the Statement for
assets held for sale or other disposals generally are required to be applied prospectively after the adoption date to newly initiated disposal activities.
Therefore, management cannot fully determine the potential effects that adoption of SFAS No. 144 will-have on the Company's financial statements.
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Market Risk : : :
The Company is exposed-to changes in financial market conditions in the norma! course of its business, including changes i in interest rates and foreign
currency exchange rates. At'December 31, 2001, the Company had no open derivative instrument contracts (see note 15 to the Consoclidated Financial

I Statements) Financial instruments related to foreign operations were limited to short-term debt denominated in Japanese ven with an U.S. dollar equiv- o

. alent of $7.9 millicn. Due to the short-term nature and amount of this yen obhgatron the Company does not consider its exposure to ﬂuotuatrons in
foreign currenoy exchange rates or interest rates to be material.

The Company typically utiizes fixed and variable-rate debt to maintain I|qu1drty and fund its domestic business operations, with the terms and amounts
based on business requirements, market conditions and other factors. At Decembsr 31, 2001, this included long-term, fixed rate debt denominated in
U.S: dollars, the fair value of which was approximately- $4.8 milion. A 100 basis point change in interest rates (afl other variables held constant). at
December 31, 2001, would result in an approximate $0.1 million annualized change in fair value but would not affect interest expense or cash flow.
At December 31, 2001, there was no variable rate debt outstanding. :

I‘F@mard-[Lookmg Statements :
Certain statements inciuded in this Management s Discussion and Analysrs of Financial Condition and Results of Operatlons that relate to eamnings
forecasts and future economic. conditions, as well as other statements in this Annual Report that are not historical in nature, may constitute "forward:

looking staternents within the meaning of the Private Securities Litigation Reform Act of 1985. Such forward-looking statements, as well as other - -

forward-locking statements made from time to time by the Company, or in the Company's press releases and fiings with the U,S. Securities 'and
Exchange Commission, are based on certain-underlying’ assumpnons and expectations of management

" These forward-looking statements are subject to risks and uncertatntres which could cause actual results to differ materially from those expressed in .
* such forward-looking statements. Such risks and uncertainties include, but are not limited to, general economic conditions, availability and pricing of
raw materials including hydroxylamine, supply/demand balance for key products, new product development, manufacturing efficiencies, conditions of

and product demand by key customers, the timely completion and start up of construction projects, pricing pressure as a result of domestic and .-

international market forces and insurance coverage arid timing of any claim payments related to the disruption in supply of hydroxytamme and other
factors as may be discussed in-the Company's Form 10-K for the fiscal year ended December 31, 2001
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December 31

$ 302,444

(Ih Thousands of Dollars)
2001 2000
Assets
Current assets:
"Cash and cash equtvalents - . $ 43854 5,594
Receivables ‘
Trade, less allowance for doubtful accounts of $747 and $388 respectwely ' 36,354 47,497
Other . ) o 228 5,923
Total receivables ] : o 38,582 53,420
Inventories: ' ‘ : _
Firished products o o 35,157 60,880
Work in process _ 828 1,663
Raw materials and supplies = 12,475 16,624
Total inventories : : - 484860 79,177
- Prepaid expenses and other current assets ‘ i 7,680 11,112
Total current assets : : 138,588 149,303
Investments ‘ ‘ ' 1,045 - 1,552
_ Intangible and other assets, at cost less amortization ' 13,844 16,594
Property, ptant and equipment, net , T 180,859 216,294
. ‘ ’ $ 302,444 383,743
Liabilities and Stockholders’ Equity
Current liabifities: .
Notes payable . . $ 7,018 7,689
Deferred revenue ’ 880 1,396
- Accounts payable - trade (including book overdrafts of ] :
$1,957 and $6,152, respectively) : S 14,448 29,750
Accrued expenses and other current liabilities 16,484 15,615
Net current liabilities of discontinued operations 758 170
Total current liabilities - : ’ 40,492 54,520
Long-term debt, excluding current installments . 4,755 41,640
Other long-term liabifities . : 27,647 27,201
Deferred income taxes , i ' 8,680 24,919
Minority interest . ) - 649
Stockholders’ equity:’ ‘ '
Serial preferred stock. Authorized 20,000,000 shares; none |ssued I -
Common stock of $1 par value. Authorized 100,000,000 shares; : .
outstanding 14,053,460 and 14,146,159 shares, respectlvely ‘ ) ‘ 14,053 14,148
Additional paid-in capital ‘ o 29,398 27,672
Uneamed compensation . ' : ‘ : (683) -
Accumulated other comprehensive income . . 1,368 627
Retained earnings . . ‘ 175,754 192,369
Total stockholders’ equity v i : . 219,820 234,814
' : 383,743

See accompanying notes to consolidated financial statements.
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. Gonsolidated Statements Of Opertions .

; “Sates‘
Cost-of sales R
Gross margln o P

General se[ltng and admmrstratrve expenses s

Research and development éxpenses . L

Loss on- dlsposat and’ costs to exit fine chemrcals busmess "

g Other operating income, net :
“Operating eamings (Ioss)

_Interest income - .- -
Interest expense
Other income’ (expense) net
Earnlngs (loss) from contrnumg operatlons before '
“income taxes’
InGome tax expense (beneflt)
Earnrngs (loss) from- contrnutng operatlons
" Gain'on dtsposal of dlscontmued busmesses net
- Net earmngs {loss) ' -

" Earnings (ioss) per common share:” -

- Earnings (loss) from continuing operations
- Gain on disposal.of dlscontrnued busrnesses net
Nt earings (loss) ‘

Earnlngs (loss) per- common share assumlng d|lut|on

Earntngs (loss) from conttnumg operations R

Ga|n on disposal of discantinued businesses; net -
"Net eamings (loss)

See accompanying notes ta consolidated financial statements.
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. Years ended December 31" . .
(ln Thousands of Dollars,’ Except Per Share Amounts). -

2001 . 2000 - - 1999

s oaera 383879‘,‘ 31943
240370 . 288502 280075

89,804" .. 95677 . 91668"

56843, - 58609, - 50,606

S 80040 78046 7 - 7483
28438 - T e

T 10841 . - 0806 . - asM

T ese0) "1‘38638" T anem

o738 .. s L 3383

Togp00 T p788 T o245 -

 (13328) 3667 . 35983
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(7329)“ o Dop04. . 22473
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:@@ﬁsy@[ﬁ@@ﬂate@i Sﬁaﬁ@mems@ﬁ Stockholders’ Equity

" - Years ended December 31, 2001, 2000 and 1999
{ig! Thousands of Dollars Except Share Amounts)
- Accumulated .
AddmonaJ ' Other
Gommon Stock . - Padin Uneamed Comprehensive -Retained
Shares Amount * - Captal Compensation  Income Eamings

" Balance, December 31,1998~ : ‘ 18,445,391 $18445 20212 - 29 245,118
Net'eamings - _ . . - Co- S - 2319
Dividends declared - $.40 per share * . - ‘ S - R - (7.276)
Common stock issued: ) v ST S ) ' :

' Employes stock options . o 36,770 R TR - T - - :
Convertiole debenture options - 129811 130" g8 . - - - -
- Employee Stock Purchase Plan - Co47451 0 . 4T 983 - oo L -

- Purchase and retirement of common shares ~ . 7 (758,100) 758 - - - (15,969)

Income tax beneft on exercise 6f stock . o b - ’
~ options and convertible debenture options . - e L7738 C- -

Foreign cumrency translation adjustments : B - = - - 580 : -
Balance, Decémber31,1999 o 17901323 . 47901 . 25543 .. . 287 244992 -
Net earnings- o - - T 32280
Dividends declared - $.40 per shere ‘ - T - B157)
Common stock issued: : : - o o L

Employee stock options ' . 127,398 . 127 . - 888 - - (11) -

Employee Stock Purchase Plan. -~ -~ - ) 38,238 - 38 475 o ' - 32)
Purchase and retrement of common shares =~ - - ©T(3920800) - . -(3920) ’ - ' I - (78,883
Income tax benefit on exercise of stock . : i ) o - »
-~ options ‘ o . - 766 ‘ .

. Foreign currency translation adjustments S ‘ - - S - - 340 . -

' Balance, Decermber 31, 2000 : 14146159 14,146 . 27,672 - 827 192,369
- Net'loss - . - C ' - S - S .- (7,329
Dividends, declared - $4O per share _ ' - o - E S X<t
‘Common stock issuéd: ' ' ‘ . - S L - :

Employee stock options - - B 19,834 - .20 B/L ' . :
Convertible debenture options’ _ o . 608 6 2 0 - 7. -
" Restricted stock awards ~ - : ‘ ' 35,000 - 35 . 685 h
Amartization of unearned compensatlon S " N
" restricted stock o o - T Coa8 - .
Employee Stock Purchase Plan ) 32,728 32 - 58 - - (14)
Purchase and retirement of common shares (186400) - (188 . - R <1
. “Income tax benefit on exercise of stock - - ‘ o . . - T
" options and convertible debenture options a R - 75 B - -
Foreign cumency translation adjustments - = - P - 741 - -
Balance, Decernber 31, 2001 ‘ ’ : 14,083,480 - - -$14,053 - 29,308 . {683) 1,368 -~ 175,754

- Total comprehensive income {Joss): :

Net loss for. year ended Decembier 31, 2001 ) . . {7,328)

* Foreign cunency translation adjustment, net of taxes of 445 ' : T 741
Total comprehensive loss for year ended December 31,2001. -~ - . © $  (6,589)

R :Z4

Net eamings for year ended Decerrioer 81, 2000 - : D . $ 32,260
Foreign currency translation adiustment, net of taxes of $204 o . . 340
Total comprehensive income for year ended December 31, 2000 R o o . $ 32,600

Net eamings for year ended December 31, 1999 ' . I - 8 2319
Foreign currency translation adjustment, net of taxes of $142 I L 237
Reclassffication adjustment for foreign curency - R ) ' o ‘ o

- translation adjustrment included in net eamings, net of taxes of $206 - R , T 343
Total comprehensive income for year ended December 31, 1999 o IR o -$ 23699 -

See accompanying notes to consclidated financial statements.
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| @@hs@hda‘&@d Statements Of Gash Flows:
B -:Years ehd‘edeecemberFSj -

. (In Theusands of Dollars)
2001 - 2000 1999 -

- Cash flows from Opératihg activities: " R C T e e
" Netearningsfoss)” - =~ - v ool C . " C$ (7.329) 7322800 7 23,119
- Adjustments to recondilé riet earnings- (!oss) to het cash prowded S e e e s
by operatmg activities: - .~ : o o Tl S e .
Depreciation and arortization © < . © R 24,649 T 28454 26988 7. -

Provision for losses on receivables ~ - - A - -~ T £ A < < SR
- . Deferred Income taxes -~ » oo (1sE81) o . 6699 . 5533
Net gain on.disposal of discontinued busmesses net of taxes e . @88 (646) o
Net loss on disposal of fine chemicals busmess R o . 28,438 . T e AR .
Gain on sale of equity invéstees- . . Lo ; e e (1 605)_ .
- Changes in cperating assets and habﬂmes het of effects of acqwshons ‘ T o
- “and dispositions: : - T D T B
Receivables’ .~ ... . s g4 T {236 . (5920
Inventories - . . T, Co 4,878 T (18514) . - (11,368
- Prepaid expenses . - N (473 83 (2049
‘ . Accourits payabl. A ST (1a186) T 10831 0 L (3i101)
© - Accrued expenses and other current l|abtl|t|es B C oo .- (2583 (1589 .- 814
o 'Deferred revenue and other Iong -term llabI[lTIeS S R - B So2,088 - 6178
. Other,net . = . D ey T A 1,390
- Net cash provided by contmumg operanons o . 25,278 L. B4822 - . 39471
~ Net cash provided by discontinued operations = -~ . v ... cn o et Bogs
: - Net cash provided by. operatmg achvmes G .- 25279 .- - BAB22. - T . 44716
Cash flows from invésting activities:: S . T o
- Capital expenditures - * + o j; T e 19,248 - (16932, . - (24,645) -
Acquisitions of businesses . T T e e (3000)
Proceeds from disposal of businesses . .~ -~ .. .. . 78880 . . 12583 .. 17,857
- -Proceeds from-Collection-of note receiveble - S T e s R 00,569
. Proceeds fiom sale of Captlve insurance mvestment T Tl 888
- Other,net - - L e sty 43 : e
. Net cash prov1ded by (used |n) |hvest|hg aotlvmes o < 59829 - . - (3915 . ..19781..
- Cash flows from financing activities; ~ S A LT s
. Net borrowings (repayments).on notes payable L N A =) IR 47 cT AN (38,691) ..
" Principal repayments of long-term debt . L oeogony o s o)y
" Dividends =~ Lo R - ’ (5650) ~ .. ..-(6157) " (7,276)
Purchase of.common stock o ST L. {(3,808). . - - (82,603 (16676
. Proceeds from isstiance of common stock T - 481 - C 1,780 0 - 183
“ Net cash used in fnahcmg act|vmes S s L (46,147 L(69,543) . (61,130) .
. Effect of exchange rate-changes on cash - . TR o (4et) - s s(d21)y e e 42
" Net increase (decrease) in cash and cash equwalsnts SN SRR 38270 - . (897 - .. 3325
Cash and cash equivalents at beginning of year .~ s 6594 . 45851 T 11226
- Cash and cash equivalents atend of year-. Cooc sl - 7§ 43884 0 . 5504 - 14551 . |

: Supplemehtal disclosures of cash flow mformahon

Cash pard during the year for: L L L T - :
Interest, net of amounts capltaﬂzed $ 1818 - .- - 2733 _ 2144 L
-~ Income taxes (refund) net - $ 3846 - - 2973 272 -

© See accompanying notes to consolidated firandial statemients. -
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t-v@ttés To c@nsn@lat@@l Financlal Statements

December 31, 2001, 2000 and 1929 : : : : .
{In thousands of dollars, except share data and option contract strike pnces dlsclosures |nc|uded in the Notes to Consolrdated Fmancral Statements )
relate to contrnurng operatrons unless otherwi ise |ndlcated ).

< {e Iasus oll Presentattuon and Summary of Slgnnt" cantt Accountung Polllcues

‘ Iasns of l@resentatuon o : B -

- The principal businesses of the Company involve the productlon of electronic and other specialty chemlcals tor usein the semrconductor industry and
in pharmacetitical, polymer photographlc photosensitive and agricuttural applications, as welt as the productlon of polyurethane chemicals. Further .

' descrrptrons of the Companys products and their relatrve significance to its- operatrons are lncluded in the segment ‘information data in note 12.

The preparatron ot ﬁnancral statements in conformlty with accountrng principles generally accepted in the- Unrted States of Amenca requrres management to -
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contlngent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reportlng penod Actual results could drtfer from those

2 ‘estrmates

- Principles of Gonsolidation
- The consolldated financial statements tnclude the accounts of- tne Company and lts subsrdranes lntercompany balances and transactions have been
ellmlnated in consolldatlon

, lﬁtecognutlon of Revenue .
-"Revenue is recognized when the garning process is complete and the rlsks and rewards of ownershlp have transferred to the customer which lS‘
'generally considered to have occurred when finished product has been shlpped and title and risk of ownershlp pass ' ‘

Inventories S :
lnventones are stated pnncrpally at average cost.or at market if lower. lnventory consrsts of raw materials, supplres and fi nrshed goods

' Lcng luvedl Assetts ] : N :
- Property, plant and.equipment are stated on the basis of hlstoncal cost less accumulated deprecratron Expendltures tor renewals, replacements and
. lmprovements are capltalrzed Maintenance and reparrs are charged to operatrng expenses as lncurred .

Long- -lived assets and certarn |dent|f able intangibles, pnmanly goodwrll fo be held and used by the Company are revrewed for rmpalrment when the
 facts and circumstances indicate that the camying amount of an asset may not be recoverable. An impaimment.is assessed when undiscounted, expected -
. future cash flows derived from an asset are less than'its carrying amount. If assets are censidered to' be impaired. the impairment is measured as the
amount by which the carrying value of the assets.exceeds their fair value, and any related losses are then recognized in operating results. Long-lived
© assets and certain identifiable intangibles to be disposed of are reported at the lower of carrying 'amount or fair value less cost to sell. .~ -~

" Depreciation and Amou’tuzatuon : :
.~ Depreciation of plant and equipment is based on cost and the estimated usetul lives of the separate units of property The straight- hne method is used in
- determrnrng the amount of depreciation charged-to expense. Goodwil of businesses acqurred is generally amortized over periods up to 20 years using:
.the straight-iné method. Other intangibles are amortized over their estimated useful lives (5 17 years) using the straight- llne method Loan costs are
- amortlzed over the terms of related loans using the interest method. : .

oL Pensnon Pllans

Pension cost is determined using the "prolected unit credrt" actuarlal method for fi nancral reportlng purposes The Companys tundrng polrcy is to
contribute annually amounts. not less than the minimum requlrements of the Employee Retirement Income Security Act of 1974;

o lncentnve Compensation . : ' C »
* The Company has adopted Statement of Financial Accounting Standards (“SFAS") No. 123, "Accountlng tor Stock- Based Compensatlon " ln accountlng

- for employee stock options and similar equity instruments, companies are given the choice of either recognizing related compensatlon cost by adopting.. . .

* the fair market value method, or to continue using the intrinsic value method prescribed by Accounting Principles Board Cpinion No. 25-(*APB No. 257),
" "Accounting for Stock Issued to- Employees,” and supplementally disclose the proforma effect on earnings and eamings per. share using SFAS No. 123
meagurement criteria. The Company elected to. contiriue to folow the requirements of APB:No. 25, and accordingly, will continue to measure compensatton
-cost using the intrinsic valus-based method as, prescnbed All outstanding stock optlons are nonquallf ed and require no charges to expense upon grant
or exercrse Options under all plans are granted at the market price of the shares on the date of the grants with vesting occurring no-eardier than six
. months after grant and expiration no later than ten years after grant. The Company recelves a tax benefit from optlon exerdses resultlng in ordlnary
" income to option recrprents that is rncluded in stockholders equrty '




. [D)errlyatwe Flnanclall lnstruments

Notes To '@s@s@lm@t@s‘-elss@lal Sf@t@@:ﬁéhtsﬁ |

The Company has various nonqualrf ed plans that act to restore earned benef ts lrmrted by lncome tax regulatrons or allow for other compensatron
- déferrals. Begrnnrng in July 1997, partrcrpants in certain ofthese-plans could elect to convert exrstrng deferred: balances and/or future deferrals at the

. start of each newyear, into phantom share Units tracklng the performanceof the Companys stock: Addrtronally, a fifteen percenit (15%) discount on the™ -
market value of the stock at the ongrnal conversron date andeach new plan’ year is given to those partrcrpants makrng this election. Beglnnrng in 1998,

Company officers could elect to'defer a portron of salary ¢ and/or bonuses into phantom share unrts ona pretax basis at a fitteen percent ( 5%j discount., - ’

Phantom share unlt Cempensatron ‘plan- drscounts are amortrzed over varous holding penods of up™to three yedrs.: The sharé-units are credrted with

".equivalent drvrdends equal to cash dividends pald by the Company. The equrvalent dlvrdends are expensed through the statement of operatrons “Share'- - '
units are acqurred by employee partrcrpants electlng to defer salary and bonus payments or by partrcrpatlng Company. drrectors glecting to defer retainer. ..
" or per diem payments Pharitorn share units are settled through the dlstnbutlon of cash and requrre charges or credrts to the statement of operatlons Lo

: . based on changes in the market valug of the Companys stock T L

RU

. Caslh and @aslh Equlyallentts

’ ~The Company Conslders all short-term mvestments Wrth orrgrnal matuntles of three months or less to be Cash equrvalents Excess Cash is |nvested in K .
" lowsrisk, highty fiquid money ‘market fund rnstruments where preservatron of pnncrpal s the pnmary ob ectrve Cash and cash equrvalents at Decernber 31 ’

‘2001 were pnmanlyconcentrated wrth one fnancral rnstrtutron B

"lnyestments.’;".; S R R D e A R

B oAt December 31, 2001 and 2000, all the Companys rnvestments were accounted for using the oost method because the Company did not exerolse "-' »
'srgnrﬁcant influence over these investments. lnvestments are classified as available- for—sale as-defined. by SFAS No. 115 "Accountrng for Certarn

L lnvestments in Debt and Equrty Secuntres ' At December 31,-2001 and 2000 cost approxrmated fair value

V-Gonttungencles ST LT o e X : :
~ Estimates of loss contingencies, rncludrng envrronmental liability costs for remedratron dre charged 1o expense When it rs probable an asset has been

“impaired or a liability incurred and the amount can be reasonably estimated. fa potentrally material loss oontrngency is reasonably possible, or probable but’

) cannot be estrmated then the nature of the contrngency and an estrmated range of possrble loss if determrnable and matenal ‘are dlsclosed

.-"ForeugnerencyTransllattuon R T S L L L

\ Frnancral statements of foreign subsrdranes aré translated into U S. dollars at current rates except that revenues, costs and expenses are translated at
- average current rates during each reporting pericd. Net exchange gains or losses resultrng from the: tranislation of. foreign financial stateménts and the+’

eﬂect of exchange rate changes on rntercompany transactrons of a long-term rnvestment nature arer accumulated net of taxes n other comprehensrve lnoome S

-

" Effective January 01} 2001, “the Company. adopted SFAS No. 188 "Accountrng for Denvatrve lnstruments and Hedglng Actrvrtres The statement :

- establishes accounting and reportlng standards for- derivative instruments and for hedgrng activities, Al denvatlves are required to be recognlzed as

' '; either assets or liahilities In the balance sheet and. measured at fair value. Changes in fair'valle aré reported ithier in earnrngs or other compreherisive. ‘

k'_lncome depending on the mtended useof the denvatlve and’ the resultrng designaticn. Entities. applying hedge accountlng are requrred to establish at

\

the inception of the hedge the method used-o assess the sffectiveness. of the hedglng derivative and the, measurement approach for determrnrng any :

- ; rneffectrve aspect of the hedge. The adoptron of this statemient did not have | a matenal |mpact on the Companys financial staternents, The Company uses 5 5
~ . foreign’ currency optron contracts and forward exchange oontracts to manage exposure on certarn forergn reoervables and ﬂrrn sales commrtments to be . _ P

denomrnated in currencies other than U S. dollars... '_
v Pnor to the adoptron of SFAS No 133 accountrng treatment for garns and losses on contracts desrgnated as. hedges of ldentlfrable forergn currency
- . séles commitments involved defernng recognltron until-the related transactrons were consummated When consummated these’ galns and losses
were recorded in net earnrngs (see note 15) as part of the underlyrng transactlon ' o s .

: lFutturre lmpact otf F@ecernt Accounttung Pronouncementts

. In'dune 2001, the Fmancral Accounting- Stanclards Board ("FASB") lssued SFAS No.+141, “Busrness Combrnatrons and SFAS No 142 "Goodwrll and S
o Other Intangible- Assets " SFAS No. 141 requires that the purchase method of accountrng be'used for all business combrnatrons initiatedafter June 30, .,

2001 SFAS No. 141 also specrf es cntena which, |ntang|b|e assets: acquired in a purchiase méthod business combination must mest, to be recognrzed PR
" and reported-apart from goodwrll SFAS No. 142 wilt require that goadwill and |ntangrble -assets with indefinite useful lives no Ionger be ‘amortized, but .

rnstead be tested for lmparrment at least annually I’ accordence with its provisions.” SFAS No. 142 wil also requrre ‘that rntanglble assets with estimable

c useful lives be amortized over the respectrve estimated useful fives to-their. estimated resrdual values, and reviewed for |mpa|rment in accordance with

. SFAS No. 121, "Accounting for the Impairment of Long Lived. Assets and for Long l_rved ‘Assets to be Disposed Of,"-or as described below SFAS -

' E _Statement No. 144, "Accounting for the' Impairment or Drsposal of Long- Lived Assets.” The Company i rs requrred to adopt the provrsrons of SFAS No. " ",
141 effective- rmmedlately and SFAS No; 142 effective ~January 1, 2002. - As of December 31, 2001 the: Company had :unamortized goodwill in'the -~ "'

~amount.of $13,724 and unamortized identf able’ intangible assets.in ‘the amount of $120, both of which were subject to the transition provrsrons of .

"SFAS No. 141, and 142.. Amortization expense related to goodwill was $1,381 and $1,913 for the years- ended Dacembet 31, 2001- and 2000, respectively.

Because of the extensive effort needed.fo comply with adopting SFAS No. 141 and 142, it is not- practicable tc reasonably estimate the impactof . = .- -

adoptlng these Statements on the Companys fi nancral statements at. the datte of this report, |nclud|ng Whether any transrtronal |mpa|rment losses wil e

be requrred to be recognrzed as the cumulatrve effeot of a change in accountrng pnncrple




* Notes j“‘l‘l‘@'@onsellﬁdeted_ Ftnancla Sttatements

- In June 2061, the FASB lssued SFAS No 143, "Accounting for Asset Retirement Obllgatrons " This standard requves entities to record the fair value
of a liability for an asset retirement obligation in the period in which it is incurred. When a liability is initially recorded, an entity must capitalize the cost
by increasing the carrying amount of the refated long-lived asset. Over time, the liability is accreted to fts present value each period, and the-capitalized
. costis depreciated over the useful Iffe of the related asset. Upon. settlement of the liaboility, an entity either settles the oblrgatlon for its recorded amount or

_-incurs a gain or loss-upon settlement. The Company is required-to adopt the provisions of SFAS No. 143 for-fiscal years beglnnlng atter June 15,
2002 The Company is currently assessrng whether SFAS No. 143 will have an rmpact on its f nancial statements.

-In August 2001, the FASB issued SFAS No. 144, which supersedes both SFAS No. 121 and the accountlng and reportlng provrsrons of APB Opinion
No: 30, "Reporting and Results of Operations - Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual'and infrequent
Occurring Events and Transactions" (Opinion No. 30), for thé disposal of & segment of & business (as praviously defined in that Opinion). SFAS No.
. 144 provides guidance on how a long-lived asset that is used as part of a group should be evaluated for impairment, establishes criteria for when a -
long-lived asset is held for sale, and prescribes the aocountlng for a long- -ived asset triat will be. disposed of other than by sale. SFAS No. 144 retains
the basic provisions of Opinion Ne. 30 on how to present discontinued operations in the income statement but broadens that presentatlon toincludea
component of an entity (rather than a segment of a business). Unlike SFAS No. 121; an impairment assessment under SFAS No. 144 will not result in
a wnte down of goodwill. Rather, goodwrll is evaluated for lmpalrment under SFAS No 142, "Goodwrll and Other Intangrble Assets

The Gompany is required to adopt SFAS No 144 no later than the year beglnnlng atter December 15, 2001, and plans 0 adopt its prowsrons for the
- year-ending December 31, 2002.- Management does not expect the adoption of SFAS No. 144 to have a material impact on the Company's financial
statéments because the impairment assessment under SFAs No. 144 is largey unchanged from SFAS No. 121. The provisions of the statement for
* assets held for sale or other disposals generally are required to be applied prospectively after the adoption date to.newly intiated drsposal activities.
Theretore management cannot fully determine the potential effects that adoption-of SFAS No. 144 will have on the Company's financial statements.

: Reclessntucattens
Certaln 2000 and 1999 amounts have been reolassrf ied to conform with the 2001 presentatlon

2. Acqunsutlons-and Dusposals

" Acquisitions : : :
In October 2001, the. twelve and one-haff percent (12.5%) mlnonty |nterest stake previously held by management members of TnOuest L.P. was purchased
by the Company giving it total ownershtp of TnQuest LP. as a result. . ‘

‘In September 1999, the Company acquired a choline raw material busrness from DCV a holdlng company established by a joint venture between
DuPont and ConAgra for approxmately $3 000 in cash Choling is an |ngred|ent in photoresist strippers used to manufacture prlnted wire boards and
‘ other electronic interconnects. . :

" Disposals ‘
- In May 2001, the Board ¢f Directors approved a plan to exit the custom-and fine chemlcals busrness and on June 13, 2001, the Company exectited
© an agreement to sell the business to Albemarle Corporation (”Albemarle") in an all cash transaction. The transaction was completed on-July 6, 2001

\' _with an effective date of June 30, 2001, with proceeds received in the amount of $78,850. The-agreement also providss for. potential additional payments
" not expected to exceed $10,000, contingent upon the profit contribition from a specific tol-manufactured. product from 2002 through 2004, Assets

“sold in the transaction included the Company's cGMP pitot plant located at the Company’s’ Dayton, OH facility and its plant site at Tyrone, PA, The
Company's pharmaceutloal contract research and development business and fine' chemicals product fines, including FirstCure® performance polymer

" “products, were also included in the sale. As a result of the sale of the custom and fine chemical business, dontract research arid development and

fine chemicals manufacturing at Pascagoula, MS were discontinued and these assets wefe written-off. As a result of these actions, the Company

recorded a pretax loss of $27,500 in'the second quarter of 2001 in.its Electronic and Other Specialty Chemicals segment.. An additional loss of $938

* was recorded.in the second half of the year, primarily related to post- closing adjustments to the selling price. The components of the loss asscciated

- with exiting-the custom and i ine chemicals business include a $19 900 net asset impairment loss, $6,138 tor severance and other accrued exit oosts
and a $2,400 wnte off of mventory and other assets.

" The asset impairment loss of $19,900 was due 1o the decisicn to exit the oustom ‘and fine chemloals business. Other manufacturing assets associated
with the custonr and fine chemicals business were abandoned and written down.to-zero because the Company is prohibited from manufacturing the
product lines sold to Alcemarie for a period of ten years and has no current use or plans for future use for these assets. Also included in the impairment
loss' was the write- off of $3,500 of capitalized software.costs direcly assoorated with fine chemical operatlons Accrued exit costs at June 30, 2001,
included $3,237 in severance; $810 in required payments to-lenders stemming from the sale and $1,153 in other costs, primarly related to the disposal
of residual inventory. Severance costs covered 71 employees, 61 of whom were terminated as of December 31, 2001. Inventory and other assets
written-cff included $1,900 of inventory of product lines not purchased by -Albemarle. The value of these product lines was adversely affected by the
decision to exit the fine chemical business.- ‘
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Accrual for Exrtlng Custom and Frne Chemlcals oo o o L }
. .Total " ° - Severance - LenderPayments. . Other”.

Balance; December31 2000 I T S el e
- Provision- .0 s LT E200 0 8237 810 . 11580
- Balance, June 30,2001 © - e 0. CTUUB200. -0 0828700 o810 . 1,153
~ Provision Adjustments < .o @38 e (M7 L - 184 T 90
Cash Exgenditure -+ -+~ ... L L 4,440 L2872 T ge4 T804
BalanceDecemberSl 200+ . . R T 248, o .- L 1450 -

N *Covers dlsposmon ot resrdual lnventory and post closrng adlustments

. Custom and f ine ohemlcals pretax operatrng proﬁts (losses) excludlng the $28 438 loss on dlsposal and exrt costs for Six months ended June 30 2001
" and twelve months- ended December.31; 2000'and 1999, were $(2,523), $2, 938) and $2,856; respectlvely Revenues for the six months ended June
‘30 2001 and twelve months ended December 31, 2000 and 1999 were $32 077 $70 352 and 368,124, respeotlvely :

Dlscontunuedl @pemttuons o e o e .
' Effective December 1, 1999, the Company sold its wholly owned subsrdlanes Callrdus Technologles lno ("CTI") and Plasma Energy Corporatlon to
. Howe-Baker International Inc., for $8,106'in cash.” A plan for disposal of this business was adopted ir the fourth quarter of 1998 with no loss anticipated. A
- pretax loss of $4,500 was recognlzed in 1999 on the dlsposal as operatlng Tesults during the disposal period were lower than proj jected, pnmarlly due

to the decision to exit CTl’s: European operatlons and changes were made to the dsposrtlon plan in conlunctlon with the final sales agreement This .

" sale completed the disposition of the Company’s Engineered Products and Services segment Alsoin: 1999, the Company reversed $31 8 of accruals related .-
7 to the disposalof Plasma Processrng Corporatlon sold in1 997 ’ - .

j _In the thlrd quarter of 1998 the Companys board of directors approved a plan to dlscontlnue rts steel operatlons and in February 2000 the Company
sold its wholly owned subsidiary, FirstMisg Steel; Inc., for. $12,583. The estimated costs inciuded $1,400 for employee retention and severance pay,

$1,628 for! antlcrpated operatirig losses and $100 in- other accruals. “An estimated loss on disposal of $18; 000" was' recorded in'the third quarter of ©

- . 1898, which included acening $3,128 of estimated costs to exit this-business. In the fourth- Qquarter.of 1999, the estimated loss on disposal was reduced
by $1,281, reﬂectlhg an.-estimated $2, 087 of addltlonal galn from the sale of assets net of $806 of addltlonal estlmated operatrng Iosses through the S
February 13, 2000, closrng : . r . . .

) A\On October 20 1995, the Company's gold operatlons were dlscontlnued through the dletnbutlon toits shareholders ofits entrre ownerehlp of Getchell - .
Gold Corporatlon A reduction in estlmated tax liabifties of $2,388 .was' reoorded ln the fourth quarter of 1999 followrng final settlement of federal tax

o examlnatlons coverlng Getohell Gold s operatlons through the dlstnbutlon date

A galn of $9 656 on dlsposal of dlscontlnued operatlons was recorded dunng the quarter endlng March 31, 2000. The galn |hcluded $lO 097 from a-
- reduction in estimated tax fiabilities related to the dlstnbutlon of Getchell Gold Corporation in 1995. The reduction in estimated tax liabilities resulted from
the Company’s reevaluatron of tax exposure items assocrated wrth the Getchell Gold Corporation-distribution. The Company reevaluated its tax exposure ‘
" during the quarter ended March 31, 2000, when vartous statutes governing the handiing of the drsposrtlon for tax purposes expired. Also during the
first quarter of 2000, the Company recorded an addltlonal $44%. loss on dlsposal of- dlscontlnued operatrons related to frnal settlement of post olosure
issues assocrated with the dlsposmons of CTI ahd FrrstMlss Steel lnc - . . : S . ’

~Gain (loss) on Dlsposal ot»Dlscontlnued Buslnes_ses Surnmar'y- .

o Pretax - Tax o Attertax f- :

- 1999 R L T e o T gaindloss) . expense/(bensfit) . - gain/loss)
" Accrual adjustment - FirstMiss Steel . < - - .0 0§ 1281 80t - . o T80
*Loss on disposal - CTI/PEC .~ ™. - T C 400y oo (t788) - - (2782)
"Reduction in gold tax liabiity. . T oL I 2388
© Acorualadiustment -PPC . T o { P RTAR: 1 IRTHRE T < AR |<'- S
© - Other R T ) R 150
Galh (loss) on dlsposal of dlscontlnued busrnesses net' Sl $ (2876 . (484 . . 648
" Reduction in gold tax ||abll|ty S S o s e s 09T
Accrual adjustment - CTI/PEC & FifstiViss Steel N Lo o) <o sg) - (44l)
" Gain (loss) on dlsposal of dlscontlnued busrnesses net.” . - . . § (700)- . (259) i 9656
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The net assets and llabllmes of discontinued operations |noluded in the consolrdated ﬂnancral statements are classrf ed as current assets nonourrent» :

‘7 assets and noncurrent Ilabrhtres by segment as follows:

o t ~ Engineered Produots o
Steel © 7. and Services and Other - S Total

_ December 31 o December 31 ' December 31
. D A - 2001 - ©20000 - 0 2009 2000 - 2001 - 2000
Curentassets. . = - 8 28 87+ TIT . 1375 . 805 1412
“Current liabilities - o ‘ t 75 @9 - (1,486) (1,483 {1,561) (1,582)
Net current liabilties of B : o ; h e C
discontinued operations - T Wl 62 . (708) . (108) =~ (758) - (170)

3.. Investments

ey January 22 1998, the Company sold its 50% .interest in Power Sources'Inc: {"PSI") to Tngen Energy’Corporatlon fora net cash amount of $1‘8 986.

affer payments of incentives to former PSI management. A pretax gain of $10,069 was recognized in 1998, with an ‘additiondl gain of $1 605, .including

blnterest recognized in 1999 tollowmg resolution of contlngenores related to the transactlon »

: The Company reoelved a promlssory note from Getchell Gold Corporation, a former subsrdlary, ih October 1995. Subsequently, Getohell and Placer
Dome Inc merged in May 1999, and Getchell pald $29 569 representing alt pnncrpal and interest due on the note to the Company

‘ 4, lntangulolle and Other /é\ssetts

‘ The maJor classes ot mtangrble and other assets are summearized below

‘ Deoember 31

" 2001 . .2000°
Goodwil - .. T ’ ‘ S © $ 26,319 30,214
" Other S . PR - 32 2003
g o : o L L 26,633 32,217
- Less accumulated amortization - T, S . o . 12,789 15623
: : SR . ' - ' $ 13844 16,694

4

The net carrying amounts of goodwill at December 31, 2001 and 2000 were $13 724 and $1 5,059, respectlvely Amortrzatlon expense related to the

above amounted to $l 414 in 2001, $2, 090 in 2000 and $1 921 in 1999.
5. Properrlty, lant and Equupmentt
A summary of property, o] ant and equrpment, at cost, tollovys: R

‘ Estimated. .=~ .- December 31

' useful ||ves in years © 2001 - 2000

- land and land i'm'provements ‘ e o 1020 -~ $ 6,521 7111 .
Buidings - S ST e 20450 T 26,923 ;33,767
. Plant facilities and equrpment : S ‘ _ . 520 221,521 315492
Other facilities and equipment , T ) S 512, © 42847 -46,910
Construction in progress ~ ~~~ _ o S 8T 3950

’ Total property plant and equrpment o o 304,483 407,230

Less accumulated depreciation and amortization - - , , . ' 153524 . 190,936

' " Net property, plant and equrpment o N ﬂ S 8 tSo,osa 216,294

Depreolatlon and amortrzatlon expense related to the above was $23 235 in 2001 $26 364 in 2000 and $25 067 in 1999

There Was no caprtalzed lnterest related to oonstruotlon in progress in 2001 however $1 07-and $739 of interest was caprtallzed in 2000 and 1999 respeotlvely

26



‘ :_.lta@s.a eam’@lﬁaaea,am;alaar:stateme;as e T

A summary of long term debt follows

- Decernber 31

v,

' There are no compensatlng balance requlrements under Ioan agreements in-effect at December 31, 2001 The Blilhternatlo_nal ‘,'Corporatlon ;r}pté '
- ‘matures.in’ the amount of $5 OOO with repayment due within 90 days after December St 2002, R L

denominated in Japanese yen.. Outstandlng letters of credit under the facrllty are $870, leaving $41,214 availdble for borrowrngs at December 31 2001

lnterest rates are based on tfie-Londan Interbank. Offered Rate, the federal funds rate or the prime rate. :The average interest rate for the short- term o
- facrlrty was 0. 519% for- 2001 A facrllty fee-of 0.150 of 1% per annum is charged for the facrlrtles Total facility fees were' $22 for the year ended Decemberj
'31,-2001. The two agreements contain various réstrictions ‘and covenants; the most signifi cant of which:requires a specrfred ratio of eamnings: before ‘
Cinterest and taxes to cover f xed charges and specrf ied debt to caprtalrzatron and debt to EBlTDA ratros ‘At December 31, 2001 the Company was"
in° compllance with these covenants : : . Co :

5

respectively. Priof to September 2001, the Company had access to a $10, OOO short-term uncommrtted facrlrty for forergn or trade related borrowrngs

“The Company also has access to an uncommrtted facrllty for the rssuance of forergn currency letters of credrt The total outstandlng at December 31 T
2001 and 2000, was-$1 18 and $543; respectively. The possibiiity of default is consrdered remote but would cause these letters of credlt to come due S
St rmmedrately if thrs occurred payments would be made from avallable cash or borrowrngs under a revolvmg credlt faclllty ' : s

RO 2001 - 2000 -
, vUnsecured R
" Senior notes-payable: TR SN , ST P
.- Tranche A, 6.50%, repardrnZOOf j, T Lo T e 8 e L 15,000
. Tranche B, 6.75%, tepaidin2001 o Lo T e e B T 5000
Revolvrng credit facility, terminated July2001 L D T P I IhR RN I /51 o N
“BK International Corporation note, 6.25%, netofdiscount " vo T T s L ST 4786 4490 . -

0§ 4785 - 41640

; Proceeds frorn the ‘sale of the custom and fine chemlcals busrness (descnbed in the 2) were used to prepay Tranches A and B of the Companys’i o
- $20,000 senlor notes and-a make:whole. penalty of $964 asoan covenant vrolatlons stemmlng from the sale- transactlon forced premature repayment
o addrtlon eX|st|ng credlt facrllty borrowrngs of. $26 OOO were repald and the facr lty was termlnated : -

‘ ‘The Company has access to $5O 000 represented by.two short term bank revolvrng credlt facrlrtles (one for $35 OOO and another for $15 OOO) wrth L
' ’ldentrcal covenants that are-both committed until September 2002. At December 31,2001, the outstandlng balance under the facrlltles was $7, 916,

- A Pnor 10 July, 2001 the Company had a $1 OO OOO revolwng credlt facrlrty At December 31, 2000 the outstandlng balance under the facrlrty was $f 7, 150~ R
- at an‘average-interest rate of 7.06%. ‘A" facility fee of $68, $125-and $125° was charged.for, the years ended December 31,2001, 2000and 1999,

o The total outstandlng at December 31 2000 was $7 £89. The’ average rnterest rate for the short- term facrlrty was O 74% and O 80% for 2001 and 2000_ B
. ‘;respectlvely ’ r Lo e . .

‘.-Total interest costs rncurred for the years ended December 31 2001 2000 and 1999 |nclud ng amounts caprtallzed in 2000 and 1999 were $2 222 ‘ L
--$2,873 and $2 884 respectlvely ‘ o : t _ S S ,

o The Company i’ potentlally restrlcted by covenants Telated to lts revolvrng credlt facrlrty borrowrngs that could fimit” drvrdend payments A fxed cost S

coverage covenant which rncludes dividend, scheduled debt principal-and lnterest payrients, requires a mlnlmum of 2. 25 times-aninual earfings before' _\ 4

L ‘, interest and taxes in excess of fixed costs - Compllance with the covenant allows for Company retained’ earnlngs to be free of restnctlons for d|V|dend
: payments up to an amount of $7 233 for the year ended Dacember 31 2001 : S :




Notes To Gonsolidated Financial Statements
7. Income Takes ,

L Total income tax expense (beneft) for the years ended December 31, 2001 2000, and 1999 was aHooated as foHows

2001 2000 - 1999

~ Continuing operations =~ : ‘ : o $ (5,997) ~ 13,563 < 13,480 ' '
" Discontinued operations : v - L s '(10,097) (1,129) 4
Other comprehensive income - foreign. ) . ) ‘ g
currency translation - ‘ - - 204 142
- Stockholders’ equ|ty related to compensatlon L . : o : C o i
expensg for tax-purposes in excess of amounts - _ ‘ L - o ‘
recognized for ﬁnancial‘reportingl purposes - T S . {18} (766) -7 {T73)

5 (56827) 2004 - -~ 11,725 :

Income tax expense (beneﬂt) d:ffers from the statutory federal rate of 35% applied to eammgs {toss) from contmumg opera’uons before income taxes

/ (beneﬂt) for the years ended December 31, 2001, 2000 and 1999 as follows

Computed “expected" tax expense (benefit) -
* State income taxes benefit, net of federal income taxes
* Amortization of gooadwill
" Write-off of goodwill -
" Exempt earnings of Foreign Sales. Corporation
“- Increase in net cash surrender value of life insurance .
- Nondeductible portion of travel expenses
“ Tax-provision adjustments for pending
- Internal Revenue Service matters
Other, net :
Actual tax expense of contmumg operatlons

-~ Components of income ‘tax'expenSe {benefit) for the years ended Deoemb_ef 31, 2001, 2000 and 1999 are as follow's:',

 Cunent:
Federal
State -
Foreign

Deferred:
" Federal .

. State
Foreign

Total
Federal
State
Foreign -

28

2001 2000 1999-
$  (4,654) 12,659 12,584 -
(423) 533 928
- 246 267
(1,014) - -
67 S22 (149)
(760) . (@78). (381)
75 100 . 132
600 S -
246" 625 -t
$ (5997 " 13,563 13,480
2001 2000 1999
$ 658 5,340 6120
‘ 1,882 - 570 7665
4,114 954 1,082
8,534 6,864 7,947
(13,031) 6,283 4870
(9,533)° 251 663
33 C 185 L
(15,531) 6,699 5533
(6,493 11,623 10,990
(651) 821’ 1,428
1,147 1,119 1,062
S (5997) 13,563 13,480

1
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) The tax effects of temporary drtferences that grve rrse to srgnrflcant pomons of the deferred tax assets and the deferred tax llabllrtles at December 31
2001 and 2000 are as follows . .

.Decembe’r 31,0

, o 2001, . 2000
'Deferredtaxassets Co S o Lo R
" Note and accounts recéivable, prrncrpally due oo o e T 8 888 12
- ‘allowance for doubtful accounts N F
Deferred compensation” LT T BgsY BT
- Accrued |ncent|vecompensat|on e R ¢ R )
" Inventory costs © S L, 838 1,286
Foreign net cperating loss carry forward - - I T R N -7 S
.. ‘State net operatlng loss carryforward ‘ L L A AP ,f' P S I A a1 N
Accrugd vagation costs . L T T T T e e T 781 0 83
~ Accrued pension costs e 895 L 3502
. Othernet. R | - A 467.
© Totel grossdeferredtaxassets o T T 16485 12,505
. Less: valuation allowance B P T |- A
et deferred tax assets oL T 14808 - 12,505
Deferred tax lrabrlltres o ' Co _ Lo e Tl e e
‘Plant ang’ equrpment prrncrpally deprecratron drfferences - Lo (21,679 . (33,525)
State income taxes - - o N I T -7
Total gross deferred tax llabllltles Lo e T e (21,879) ¢ (35,100)
Netdeferred taxlrablllty AT ST j: C sr rrcs:t)j.x __(22,59)

’ »The net deferred tax ||abrlrty at December 31 2001 and 2000, consrsts ofa’ Iong term deferred tax Ilablllty of $9, 660.and $24 919 respectively, and a
‘current deferred tax asset of $2,596 and $2, 324, respectlvely The current deferred tax asset is mcluded in prepald expenses and other current assets
in the consolldated balance sheets : : , T

The net increase in the valuatlon allowance was $l 847 for the perlod endlng December 31, 2001 The valuatlon allowance is related to forelgn net ~‘ )
: operatlng losses of $4,389 (explrlng in 2006) which the Company believes are: less than likely to be recognized. Subsequently recognlzed tax beneflts ‘
relatrng to the allowance for deferred tax assets wrll be reported in.the consolrdated statement of operatrons S .

B i I assessrng the reallzablllty of deferred tax assets management conslders whether itis. more likety than not that some portlon or all of the deferred tex A

B assets will not be. realized. The ultimate realization of defefred tax assets is dependent upon 'the generation of future taxable income during the periods | in
whrch those temporary differences become deductible. Management considers the scheduled reversal of deferred tax liabilities, recoverable taxes
’patd projécted taxable income ahd tax plannlng strategres in.making this assessment. -Based on the reversal of existing tax liabilties and prolectrons :
for future taxable incorne over the penods which the deferred tax assets are deductrble management believes it |s more lrkely than not the Company :

' wrll realize the beneflt of these deductlble dlfferences

Current income taxes payable of- $1 506 at December 31 2001 “and refundable income taxes of $2,577 at December 31 EOOO ‘are lncluded in accrued
- expenses and other current lrabllrtles and other recervables respectlvely in the accompanyrng consolrdated balance sheets ' '

_The Company’s federal lncome tax returns have begnexamined and closed through June 30 1996 Examlnatfons of the Companys federal rncome L

" tax returns for the perrods ended December 311996 and 1897 are currently in progress.. Management belleves that- adequate provrsron has been o
meade for any ad;ustments that mrght be assessed for open years through December 31 2001, : :

' Foreign rncome taxes are based on earnlngs (loss) from forergn operatrons of ($822) $3 478 and $t 509 for the years ended December 31 2001
2000 and 1999 respectlvely ' : o
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" 48 Empﬂeyee letmet?utt anaﬂ ncermttwe Pﬂans
L The Company hasa noncontnbutory def ned benef t pension plan covenng substantially ll full- trme permanent employees The benef ts are based on
- years of service and participants’ compensation during the last five years of employment.. The following tables present plan information at December :

- 31 2001 and 2000, and for the years ended December 31 2007, 2000 and 1999:

5001 - 2000° |

~. Change in Benefit Obligation T : R o co o u
Benefit oblgatlon at begrnnlng ofyear L . ,; R a o $ 44,332 44,081 .
“Servicecost . : v o T S 2088 . 2,004

- Interestcost.. _‘ o o e Co © 3,289 3,274

' Actuarial gain - .+ S R o (e o (1,040) -
Benefits paid : o - , . L {1,288 - - - 407D
Beneﬁt obllgahon at end of year : - \. . : T o $ 47,834 : 44,332

. ChangennPﬂanAssets o : T S
-E/a|r value of plan assets at beginning of year o e .. § 40886 . ..43910

. Actual return onplan assets = - - . s L . L < 863 4
" Employer contribution . LT Lo - 7280, I

- Beneftspad -~ . o - S {208 - @07 -
© Fair value of plan assets at end of year ’ o o o s $ 40114 - 40,956
' Recencnﬂuatuon of Funded Statns . ‘ ‘ . T : » : : : .
- Funded status - L SR : L% (@720 - . (3.376)
. Unrecognrzed net actuarial galn '_ S I S (2,508) o (5,238)

- Unrecognized transition asset -~ - . o T o S ©(esg) . (1,263)
‘Urrecognized prior service cost ™~ - - o T o ' . 239 C291
Accrued pension ligbiity .. ) e o T$ (10,947 9,586) - -
C _ : : 2001 02000 . 1999

 Welighted-Average Assumptions ' ' i
i ‘as of December 31 . ’ . L S : . Lo
‘Discount rate - net periodic pension cost " e TT8% . 8.00% 7.00%
Discount rate = bensfit obligations . C o oS 180% . TT5% '8.00%

h Expected return on plan assets A o 1000% 10.00% " - ©.9.50%
Rate of c'ompensation ncrease AR . e . 4.00% . J400% 4.00%

. Cemponents of Nett Penoduc [Pensuen Cost - T L I :

Service cost L o . $ 2038 . 2004 .- 3,684

Interestcost. S T ¥ L 3274 2680 -
Expected return on plan assets S S Lo T (3,883 - {4,197 : 3,691) -

" Recognized net actuarial gan- + L . (B8 ..o @BOh) L (11§)
Amortization of transition-asset - . ‘ o O o7 ) O < 1 -(304) -
Amortization of prior service cost C o ) 43 . - 43 - 49

o ’,Netperiodicpension.costf-. ) . ‘ o $ 1124 609 - 2,302

 Net annual pensmn ‘expense allocated to discontinued operatrons was $1 123 for the year ended December 31 1999 Plan assets are Jnvested
pnmarrly in equrty secuntres and U. S Governrient and corporate bonds =

B
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VWTne'Com’pany has ‘:a cOntrrbutory 401( k) s avrngs plan and an employee stock ownershlp plan both of whrch cover substantrally alt elrglble employees'.

o who have completed six months of service.., Total expense under the plans amounted to approxrmately $1 269 $1,226 and 81, 255 for- the years ended - . L
‘December 31, 2001, 2000 and 1999 respectrvely These plans and the defined’ beneﬁt penslon plan rnvest |n the Companys stock The total number o

T of shares held by the plans at Deoember 31 2001 and 2000 ‘was 376 188 and 399 422 respectlvely

' "The Company has vanous nonqualrtred plans that act to restore earned benef ts limited by rncome tax regulatrons or-allow tor other oompensatron

deferrals.” Begrnntng in July 1997, participants in Certain of these plans could gléct to conveit exrstlng deferred balances anad/or future déferrals, at the =,
start of each new year, into phantom share units tracking the pertormance of the’ Companys stock.” Addltronally, a ﬂtteen percent 15%). drscount on the

. market value of the stock at the original conversron ‘date and each new plan-year is given to those partlcrpants making thrs election. Begrnnrng in-1998,

o A_ Company officers could elect o defer a portron ot salary and/or bonuses into phantom share unrts ona pretax basrs at af fi fteen percent (1 5%) drscount o o

-

p :‘The total liability for these deferrals at December 31,2001 and 2000 is $t 752 and $1 654 respectlvely Charges related to phantom share unrts

g ' . based-on market value changes in the Corhpany’s stock, were $667 i in-2001 and immaterial in 2000 and 1999, The.nonqualifiéd supplemental pension '

S referenced plans totaled 397 703 shares of common stock

- plan rovides for mcremental .pension payments from the Companys funds.. The total Irabrlrty relatrng to this’ plan at December 31, 2001, ‘ana.2000,
" was $1,827 and $1,615; respectrvely Net annual pension expense for.this plan was $216, $178 and $205 for the years ended December 31; 2001,

' 2000 and-1999, respectlvely The cost of the nonqualified. benefi: restoratron plans for the 401(K ) ahd ESOP was $103 $49 and $314 for the years -

: ended December 2001, 2000 and.1999; lndrvrdual Jife insurance contracts were purchased with the Company as benef iciary, to assist in the funding”

o of portrons of certain. nonquallﬂed deferred compensatlon plans covering: diréctors, otfrcer_s and l<ey employees The expense for these plans was. "
$1,016, $932 and $964 for the years ended-December 31 2001 12000 and- 1999. :

‘Drrectors ‘officers and certaln key employees of the Company partrcrpate in the Iong term mcentrve plans (the "Plans . under whrch the Company has
-reserved shares of common stock for issuance. ‘Awards under the Plans include stock options, stock apprecratron rights, pertormance units, restricted

“stock, supplemental cash and such other forms as the Board of Dlrectors may drreot At December 31 2001 shares avallable tor grant under the o . ,’

‘
r

: SFAS No. 123 “Accountrng for: Stock Based: Compensatron was adopted by the Company for tlscal years begrnnlng aﬁer 1995 ln accountlng for' g

’ employee stock optrons and siniilar-equity instruments, companres are given the choice of either recognrzrng related compensatron cost by, adoptrng -

" thie fair market value method, or 1o continue using the intrinsic value method prescnbed by. Aecounting Pnncrples Board Oprnron No. 25 (APB No. 25), ’

“Agcounting for Stock Issued to Ernployees ' and supplementally disclose the proforma effect on earnings and earnrngs per share Using SFAS No:. e

‘ TT*123 measurement criteria. The Company glected to- contrnue to follovv the requrrements of APB No 25 and accordrhgly, wrll contrnue to measure ’
) compensatlon cost usrng the rntnnsrc value based method as prescnbed o ; ; : IR :

) The fair value ot each optron grant |s estrmated on the date o grant usrng the Black Scholes optlon pncrng model with the followrng werghted averagev .
assumptlons used. for: grants. made- durlng the years ended December 31, 2001, 2000 and- 1999 respectrvely drvrdend viglds-of 1.6, 2.0'and 2.0

: ,percent expectéd volatllltles of 34 32 and 27 percent nsk free interest rates of 5. 3 71 and 61 percent and expected optlon lives of four years for: R
: \'all periods presented o , - : . . . '

R TP
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A summary of the status of the Companys stock optlon plans at December 31 2001 2000 and 1999 and ohanges dunng the years ended onthose
~ datesis presented below: .

2009 S 000 ' 1999

~ Weighted-avg. . . Weighted-avg. ©* Weighted-avg.
Lo Shares exercise price = Shares exercise price Shares exercise price
Stock Options: : , ‘ L : , L
" Qutstanding at begrnnlng of year ' 1,920,488 . $ 2059 - 1,659,295 $ 21.08 1,202,015 ‘$ 2184
Granted ‘ S 365,616 ~ 2835 409631 19.13 545,168 19.02
 Exercised ' '(29,775) 2083 (39,462) - 1753 (54,153). 15.71
. Forfeited o {11,600) - 26,64 (108;976) 23.58 (33,735) © 2373
Outstandrng at end ofyear . 2,245,329 $ 2216 1920488  § 2059 1,659,295 $ 21.08
Exercisable at'end of year _ 2,200,289 L 1827165 . 1,407,079-
- Weighted-average fair value of s o oL
 granfsduring year - S 7.57 toe 5% .. 4.88

" The following table 'summarizes information about fixed stock optiens for‘the petiod ended December 31, 2001:

" Options outstanding ) . ' Options exercisable
‘ , Weighted-avg. Lo T v
- Range of . Number . - remaining Weighted-avg.. ~  Number Weighted-avg.
exercise prices . _outstanding contractual life “ exerdcise price exercisable ___exercise price
$16.30 - $26.75 ° = 2245329 - 8.7 years . $22.16 © 2,200,288 82134

“Under the Company’s application of APB No. 25 and related interpretations in accounting for its plans, no compensation cost has been recognized
“for its stock option plans. An immaterial charge related to grants to non- employee advisors, who fall outside of the scope of APB No. 25 and instead
follow FASB Interpretation No. 44, *Accounting for Certain Transactions involving Stock Compensation,” was recorded. Had compensation been
" - determined based on the fair value at the grant dates for awards to employses and directors under the plan consistent with the method prescribed-y
SFAS No. 123, the. Company’s net earnings {foss), earnings (0ss) per common share and earnings (loss) per common share, assumnng dilution, would

- have been reduced (increased) to the pro forma amounts indicated below for the years ended December 31 ,

2001 ‘ 2000 1999

Net éarnings (oss) C S . g Asreported . $ (7.329) - 'v $ 32,260 - . 23,119
R ‘ Proforma. .~ $ (8,229) - $ 30,919 "~ § 20,434
Earnings (loss) per-common share . Asreported  $ - (0.52) s 2.0 L8 126
: = . Proforma- = -§ . (0.65) $ 197 $ 112
Eamihge {loss) per common share, assuming .. ’ R ) ) ) o
. dilution _ : . : Asreported . § (0.52) $ 204 % 125

: : S Pro forma’ $ (68 0 - % 19 .8

Al
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. Stociholere’ Equity -

The annual earnings (loss) per common share (‘EPS") calculation’ is based on the: collective a\‘/erages of the welghted average number of common '
~shares outstanding during each Quarter for earnings (foss) par common share.and the collectrve averages of the welghted average number of outstanding
~ common shares and common share ‘equivalents during each quarter for earnings (loss) per common share, assuming dilution. A -reconciliation of the .
numerators and denomlnators for basic and dlluted per share computatlons from contrnurng operatrons for the years ended Decernber 31 2001 2000 )
E ‘and 1999, follows: - . , _ _
' T L Werghted-avg,v - s
-Income* © " “Shares'- . . PerShare |

< (Numerato) ~ - - (Denornlnatorl : "Amount
. ‘laslcanleutedlElPs A LT R , ] o
Loss from continuing Operatlons 2001] o BRI IR B A7) SR 'l4,‘l35,3‘l'l % - (052 .-
Basic EPS : E N e -
Earnings from contining operatrons 2000 IR % 228040 o0 - 15668, 500 8 144
- Effect of Dilutive Securities . . ST e L
. Options T T "‘98372‘ e
Convertible debenture optlons B R I C 33905 - L
Diluted EPS ‘ s S T Sl
. Earnings from continuing operatlons ZOOO S e C 7% 22604 - ¥ 15,795,776 28143,
‘Basic EPS" - [ R =
" Earnings from contiriuing operatrons—t999 oo e 82T g, 242, 021 S8 123
* Effect of Dilutive Securlltles LT SR Ll e g L :
Options” -« > T P 143243 o
© . ‘Convertible deberture: optrons U R 84,705 o
" Diluted EPS - R o S o l{n S
Earnings from contrnutng operatlonse 1999 IRV C $_ “22 473 T s 469 969 -8 ;..li22 §

2 Optlons and debenture options to purchase 2, 279 81 2 shares of the Companys oommon stock were. outstandlng at Décember 31 2001 but were -

not included in the computation of diluted EPS because results of operations for the year were & loss of these potentlally dilutive options, 6,039 (these g -
“are the only debenture options remalnlng) expire in 2002, 22,542 expire in 2004, 189,113 .expire rn 2005 200, 938 explre in 2006 309 390 explre ln o

2007 257, 615 explre |n 2008 512,125 explre in 2009 388, 950 explre in 2010 and 393 100. explre in- 2011

In connectlon with the Shareholder nghts Plan adopted by the Company on October 30 1996 preferred stock purchase nghts were dlstnbuted to v

“stockholders and are deemed to be attactied to the “Outstanding shares of common stock of the Company. Under certaln condltions, each right may A '
‘be exercised to purchase one one- hundreth {1/100) share of:a new series of preferred stock, at an exercise price of $100 per. share (subject to adjustment), . -

"The rights, which do not have votlng nghts ‘expire’in 2006, and may be redesmed by the Company at.a price of $0.01 per right prior to a specified
period-of time after the occurrence of certain. events. In certain events, -each right (except certain rights benefi crally owned by 10% or more owners
. which nghts are vorded) wrll entitle its: holder to purchase shares of common stock with a value of twice the then current exercrse pnce - v

~ln March 2001 the Companys dlrectors authonzed an addltlonal $60 OOO stock repurchase program From lnceptron in January 1997 through '
'DecemberSl 2001 repurchase authorlzatrons have reached a total of $23O OOO . : . S

‘ ltl@ @ommntments and @ontmgencues -

“The Company has entered rnto various operatrng leases for transportatron equment (pnmanly rallroad tank cars) chemrcal plpellnes and storagei'v g
facilities, cffice buildings and land.and other miscelianeous-items of equrpment The followrng is a schedule by year of future mlnlmum rental payments
for those operatlng leases wrth remalnlng noncancelable terms in excess of one year, as, of December 31, 2001 :

Years endlng T «_i : o B Operatlng'i

- Decemberdl .- o ol LT e T Leases -
" 2002 I R »$. 2,976
7003 e T e 82T
2004 © LT e S 4%
2006 - oo e 1;\-";432, ,

Total mlnlmum payments requrred S R '_ o 8 5378~ :

Provrsrons appllcable 10 certaln transportatlon equrpment leases provrde for m|leage credrts computed on the basrs ot usage No recognltron has been
glven to the effect ot such credrts in the amounts presented ‘above. ‘ : )
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Rental expense lnoludlng short term rentals (net of mileage credits of approxrmately $323 $l 10.and $365 for the years ended December 31, 2001, -
2000 and 1999, respectively), was approximately $3,114, $3,283 and $1,820 for the years ended December 31, 2001, 2000 and 1999, respectlvely '

In most cases, management expects, that leases wil be renewed or replaced by other leases in the normal course ot business.

Company-operations are subjeot 10 a wide variety of envrronmental laws and regulatlons goyernlng emissions to the air, dlscharges to water sources;

-+ ~and the handling, storage, treatment and disposal of waste materials, as well as other laws and regulations ooncernlng health and safety conditions.. - .
* . The Company accrues for anticipated costs associated with |nvest|gatory and remediation efforts relating to the environment. At December 31, 2001

- and 2000, the Company's estimated liabiity for these matters totaled $1,333 for both yaars as related to discontinued operations. The gstimated liability
related 10 continuing operations at December 31, 2001 and 20€0, was $244 for both years, Based on information presently avallable the Company
. beheves any amounts paid in excess of the accrued Ilabllmes will not-have a matenal adverse effect-on fts ﬁnandal position or results of operatlons

In June 2000, an explosion at the lesm Chemical plant in Japan drsrupted the Companys supply of hydroxylamrne Thls is a key ingredient in the

- Company's patented HDA® remover products for the semiconductor industry. The Nissin plant was the world's sole supplier of hydroxylamine until

. late 1999 when BASF established production in Germany. Initially, BASF's supply capabilities were Iess than the woridwide demand for hydroxylamine.
Asa result BASF allocated hydroxylamme to its customers, mcludtng the Company, which.in tufn put its customers on allocation for its hydroxylamtne

" containing produots Subsequént capacity expansions by BASF and customer conservation methods taught by the Company contributed to eliminate

- 'the hydroxylamine: shortage and enabled the Company to suspend allocations of HDA® remover products during 2001. However, allocations may”
) become hecessary again it demand picks up before additional supplies of hydroxylamlne become available. Although | both lesm and Honeywell Inter-
natlonal Inc. previously-announced plans to construct new hydroxylamine plants, it now appears that a new lesm plant is oni held indefinitely and.

Honeywell has announced a delay in completion of its ant|C|pated hydroxylamlne plant unt|| 2004, , ‘

' Whtle electronlc Chemlcal sales have been hurt by the dlsruptron in hydroxylamlne supply, the Company’s business lnterruptlon insurance has helped
to reduce the impact of the associated lost profits. The primary policy has a coverage limit of $25,000, less a one-time insurance deductible of $1,000,
© with-an indemnity penod for this claim of up 16 30 months from June,-2000. Operations in Scotland are covered by a separate policy that provides a

o ~limit of liability of $,000 British Pounds (approximately $8, 500 in current U.S. dollars) with no deductible and an 18-month indemnity period from the

' idate of loss. While'the Company intends to vigorously pursue its claims with the insurance companies for its lost profits, the claims process can be
“lengthy and uncertain and successful recoveriés cannot be predicted with certainty. Since June 2000, $12,900 has been recorded after meetmg the:

- one-time 31, 000 deductible ($7, 500 in"2001 and-$5,400 in 2000) and reflected in the consolidated statement of operations as other operating income:

- * Ateach- ‘quarter-end, the Company submits & claim for its losses for that quarter to the insurance company’s adjuster If the Company receives noti-
- fication that payment will be made, a receivable is recorded -at that quarter-end. A recelvable bajance of $3,400 was ‘shown in other receivables:at
+ December.31, 2000; and was collected the first quarter of 2001, Forthe quarter ended December 31, 2001, the Company did.not record an insurance
- recovery as it has been unabl.to reach an agreement with its camer as to the amount of additional Ioss Acoordlngly, no receivable was reﬂeoted at

December 31, 2001. » ~ -

. . The Company has’| pendlng several claims incurred | in the normal course of busnness whtch in the oprnlon ot management and legal Counsel should
be dlsposed of wrthout matenal effect on the accompanytng oonsolldated financial statements : :

~41. Other Income lExpensel :

Other lncome (expense), net, for the years erided Decernber 31 consists of;

2000 - - 2000 1999

Gain on sale of PSt (see note 3) C o B o 1,605
Gain-on sale o captlve insurance ‘investment L : o o 1138 - . - -
~ Loss on note receivable . ) A - R o e e ©(1,000)
' Other - S R - IR o IR (A T2 I
: . oL : - o 8% 4088 . . (143 ~ (586)

s
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12. Segment llntlolrmattlon o

The Company operates in two segments: Electronic and Other Specialty Chemicals and Polyurethane Chemicals. The Electronic and Other Specialty "
Chemicals segment produces specialty chemicals for use by others in electronic, agricultural, pharmaceutical, polymer and photosensitive applications.
These Chemicals are typically produced by mult-step processing with products sold both on specification and performance. This segment includes
" research and development for new products and processes. The Polyurethane Chemicals segment produces aniine and nitrobenzene by a continuous -
production process. These chemicals generally - require more processing to produce the end product used by consumers and are-primarily sold under
long-term contracts to industrial customers. The accounting policies of the segments are the same as those described in the summary of significant
accounting polrcres The Company evaluates performance and allocates resources based on the segment’s profit or loss from operations before interest
income and expense and. income taxes. The Company's reportable segments are based on srmllarltles in products and services, type and class of
customers production processes and methods of distribution. : :

The polyurethane chemicals segment had unaffiliated major customer sales (sales to oustomer exceed ten percent_of consolldated revenues) of $128,326,
$147,229 and $111, 151 for the years ended December 31,:2001, 2000 and 1999, respectlvely :

The followrng is a breakdown by segment of selected consolldated financial lnformatlon at December 31, 2001, ZOOO and 1999 and for each of the -
years then ended . : . X

~ 2001‘ , 2000 - 1999
Sales to unatfllated customers ) ) . - . . ) o » . i
Electronic and Other Special Ghemlcals _ A . § 152286 - 204905 177,654
Polyurethane Chemicals - . . : R o . 157,688 178,974 . 144,389 .
Total S e - 7 383,879 T 321,943
Operating profit (oss) before income taxes (beneﬂt): S S ) ' o
Electronic and Other Specialty Chemicals e o 8 (24,725) 17,854 . 18,048
Polyurethane Chemicals o R L . 24,987 31,234 31,034
: - ’ . ' L : o212 49,088 . ‘ 49,082
Unallocated corporate expenses . a - o (13,412) - {10450)° (11,811)
Interest income (expense), net S B . o (1.248) - (2,328) ' (782)
Othef income, net” . o . : : T 1,088 (143 . - (538)
Earnings {loss} from continuing ’ , . C T
. " gperations before income taxes (benefi) $ (13,326) - 36,187 '35,953
Depreciation and amortization: . : o i .
Electronic and Other Specialty Chemlcals : o L % 14,792 18,661 ' 17,168 .
" Polyurethane Chemlcals . . 7,701 - 1,827 . 8,265
Corporate, o ' ‘ 2156 1966 1,555
Total : L C 8§ 24649 28454 25088
- Identifiable assets; ) : : I e .
Electronic and Other Specialty Chemlcals . . § 144,888 o 252,041 - .. 253,014
Polyurethane Chemlcals . ) S i ST ) : 28,990 -.103,610 100,976~
, ‘ - . o . 243,878 - 388651 - 353990
.Corporate o , o ST _ - 58,588 - - 28,092 .. 45,865
Discontinued operations o ‘ - ‘ ‘ o . . : - - 2532
S Total, o T ' : $ 802444 - 383743 - - 402,387
Capital expenditures: .~ ' B : ’ s _ ‘
Electronic and Other Specialty Chemicals ~ - § 14203 - 11,307 - 16,399
Polyurethane Chemicals . - B o 3,965 © 4186 . 3245
Corporate - -~ - ; o . ‘ 1,049 - C 1439 . 5001
Total o DR . -3 'lg,248 160932 . 24,645

Electronlc and Other Specialty Chemicals sales growth was hurt by a shortage of hydroxylaming raw material caused by an explosron in June 2000 at
Nissin Chemical’s plant in Japan. Net business interruption insurance of $5.4 million, after meeting a $1.0 mllllon deductlble was recorded last year
related to the-incident and is reflected in other operating income. :
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Revenues from sales to all foreign countries were $67,093, $69,341 and $47,345 in 2001, 2000 and 1999, respectively, and are attributed to those
countries based on ship-to location of customers. Identifiable assets in foreign countries were' $29,618, $25,580 and $21,943. Identifiable assets by
segment are those assets used in the Company’s operatlons Corporate assets and investments are pr|no|pa||y cash and cash equivalents, nontrade
receivables and certain other investments.

The Company performs ongoing credit evaluations of its customers and generally does not require coliateral on trade receivables. The Company
believes that adequate allowances are maintained for any uncollectible trade receivables. Certain corporate expenses, primarily those related to the
- overall management of the Company, were not allocated to the operating segments,

13. Quarterly Financial Data (Uﬁaudlﬁﬂeaﬂ»

Seletted quarterly financial data fbllows:

: : Quarters Ended : Year Ended
03/31 . 06/30 09/30 12/31 12/31
2001:
Sales $ 91,673 89,009 61,529 67,763 309,974
Gross profit $ 22,108 18,795 13,379 17,321 69,604
Earnings (loss) from
continuing operations $ 5775 (16,920) - 1,018 4,831 328)
Net earnings (loss) ) $ 5775 16,920 1,015 4,831 (7,328)
Earnings (loss) par common share; ' . , ‘
Continuing operations $ 41 ‘ {.1¢ .07) 34 .52
Net earnings (l0ss). $ 41 1,19 .07) 34 (52
Earnings (loss} per common o '
share, assuming dilution; ' :
Continuing operations - $ 40 1.19 .07) 34 52
Net earnings (loss) $ 40 1.9 .07 34 52
Quarters Ended Year Ended
03/31 ] 06/30 - 09/30 12/31 12/31
2000: ‘ :
Sales $ 97856 . 101,027 93,753 01,243 383,879
Gross profit $ 24876 26,462 - 21,199 23,140 95,677
Earnings from )
continuing operaﬂons $ 5814 - 6,059 5152 - 5,579 22,604
Net earnings § 15470 6,068 5152 5,679 32,260
Eammgs per common share: :
* Continuing operations $ 34 ‘ 38 - - 34 .38 1.44
Net earnings $ 91 .38 34 .38 2.06
Earnings per common ‘
share, assuming dilution:-” _ -
Continuing operations -3 .34 38 33 .38 1.43
Net earnings $ 90 .38 33 38 2.04

The above quarterly earnings (loss) per share calculations are based on the weighted-average number of common shares outstanding during each
quarter for earnings (loss) per-common share and the weighted-average number of outstanding common shares equivalents during each quarter for
" the earnings {loss) per common share, assuming dilution. ’

Net earnings for the fourth quarter of 2001 reflect the recording of & $1,000 increase in anticipated tax benefit related to exiting custormn and fine chemicals
operations in June 2001. As a result, the effective tax rate for the fourth quarter of 2001 was twenty-two percent (22%).
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14. Valuation and @ualﬁlfyllm@ /étccounlls

Details regarding the valuatlon allowances for discontinued operatlons and doubtful trade acoounts and notes recelvable for oontlnurng operations are
as follows 4

Charged o : Other .
Beginning Costsand -+ ~Addiions Ending
o ‘ : , Balance . Expenses {Deductions)* - Balance
Year ended December 31, 2001 ' o o § 2263 ) 708 L (349) 2,622
Year ended December 31, 2000 . ' . : 27,217 79 25,083y .. 2263

Year»endedDecember31.'1999 R 25,314 2008 - (108 27,217
*Businesses disposed and/or amounts written off

At December 31, 2001, valuation allowanoes were $1,750 related to a note received on tne sale of PPC and $125 related to PPC Iegal and mventory
|ssues with the balance of $747 related to the allowance for-doubtful accounts on trade receivables. :

1l5,, Funancual lnsltrumentls v ’

Fair Value of Fmanclel Instruments

- At December 31, 2001 and 2000, cash and cash equrvalents trade recelvables notes recef vable trade payables aocrued llabllltles and notes payable
are reflected in the financial statements at cost, which approximates fair value, due to the short-term nature of these |nstruments The revoiving credit

facilty is based on floating interest rates and approximates talr value. '

Deruvallwe Financial lnstrrumentts ‘ :

The Company enters into torelgn currency option contracts and foreign exchange contracts to minimize fts exposure related to recelvables domlnatedv
in yen. To tessen the short-term effect of exchange rate fluctuations on consolidated performance, the Company uses derivative instruments to manage
currency exposure on a portion of these yen-denominated receivables and future sales commitments. Gains and losses-on contracts, designated as
hedges, rélated to future sales commitments are deferred and subsequently recorded in net earnings in the period in which the related transactions
are consummated. At Decermber 31, 2001, the Company had.no open derivative instrument contracts. The Company entered into two forward exchange
contracts during 2001 and elected not to designate those instruments as hedges at their inception. Accordingly, changes in the fair value of the contracts
during interim periods and at their close were reflected in the statement of operations. These contracts matured during the second quarter of 2001
and their impact was immaterial. Net realized and unrealized losses associated with similar instruments in 2000 and 1999 were also immaterial.

37




" Independent Augitors’ Report

The Board of Directors and Stockholders
ChemfFirst, Inc.:

We have audited the consolidated balance sheets of ChemFirst Inc and subsidiaries as of December 31, 2001 and 2000, and the related consolidated
statements of operations, stockholders’ equity and cash flows for each of the years in the three:year period ended December 31, 2001, These con-
" solidated financial statements are the responsibility of the Company’s management. Our responsnbﬂlty is to express an opinion on these consolidated
financial statements based on our audits. :

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. -An audit includes

_examining, -on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management as well as evaluating the overall financial statement presentatlon We believe -
that-our audﬁs provide a reasonable basis for our opinion, .

In our opinion, the consolidated financial statements referred to above present fairy, in all material respects, the financial -position of ChemFirst Inc. and

subsidiaries as of December 31, 2001 and 2000, and the results of their operations and their cash flows for each of the years in the three-year period
ended December 31, 2001, in conformity with accounting principles generally accepted in the United States of America.

P uP
Jackson, Mississippf
February 15, 2002
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‘Corporate [nformation -
Tralmsller Agems for Common Stock

. Amert can Stock Transler & Trust Company
877-777-0800
E-mal: info@amstock.com

Internet: http://www.amstock.com

Mailing Address:
.7 59-Maiden Lane -
New York, New York 10038

' QOvernight Address:
© 8201 15th Avenue
Brooklyn, NY 11219

ChemFirst Inc. - .

. Stock Transfer Department

700 North St~

Jackson, Mississippi 39202 3095
{601) 848-7550

. e-mail: ir@chemfirst.com

Commom Stock l%glsllrars

American Stock 'l'rarlsller & Trust Company

. 6201'15th Avenue -

Brooklyn NY 11219
»‘Slcoclk Lusltmg

. New York Stock Exchange -
" TRADING SYMBOL: CEM .

Note: The. Wall Street Journal and many other major daily
 Newspapers list the stock as-ChemFst.

‘ llrmvesllor Relations -

~f you have questlohs concerning ChemFlrst Inc. or your investment
in the Company, we will be pleased to assist you. Contact:

James L. McArthur
. Secretary.
- Manager, Investor Relations’
ChemFirst Inc.
PO. Box 1249 ‘ X
 Jackson, Mississippl 39215-1249 © -
- (601) 948-7550
. e-mall; ir@chemfirst.com

. Independent Public Accountants

KPMG LLP
1100 One Jackson Place

- Jackson, l\/lississippl 39201-9988, .

| Sllol:kll‘nolldler Reports.

. Stockholders with stook in brokerage accounts who wish to receive.
quarterly stockholder reports and other information dlrectly from the
Company, may do so by writing, calling or e-mailing the Company's
Investor Relations department. Quarterly earnings repor‘[s may also be
accessed via the Company's lnlernet sne looated at
www.chemfirst.com. :

. 'F@rm ﬂ_@-K -

Stockholders may obtain without charge a copy of the ChempFirst-Inc.
10-K as filed with the Securities and Exchange Commission by calling
or writing the Company's Investor Relations department, or on the '
Company's lnternet site-focated.at www.chernfirst.com.

Armlmua lllleetlmg

g The Annual Mee’ung of Stockholders. wrll be held May 21, 2002, at

1:30 p.m. at the Hilton Jackson, 1001 East County Line Rd., Jaokson
MlSSlSSlppl

' Stockholders are cordially invited to attend and participate in the
business of the meeting. Those who are unable to attend are

. requested to return their proxy cards to the Reglstrar in the envelope

- that accompanies the proxy.

@ ChemFirst Inc:

STOCK MARKET INFORMATION
The hlgh and low recorded- prices of the Company's common stock and
cash dividends declared during 2001 and 2000 are presented in the table

- below. " There were approxrmately 3, 516 ‘shareholders of record as of

March 5, 2002

L2001 - ‘ 2000 _
‘ Dividend Dividend
Hgh  Low: Rate  High Low  Rate

" 1st Quarter 27.80 2125 .10 2200 1832 .10

ond Quarter . 27.80 2400 .10 2413 17.63 .10

3rd Quarter 26.55 18.60 10 2475 2075 10
4th Quarter . " 24.05 10.80 .0 23.13 18.83 .10
For the Year 27.80° 1960 40 2475 1763 .40
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